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A Banker's Diary 


THE strike of some two million workers in the public services, which has 
paralysed France during the past month, throws into stark relief the three 
major problems that have bedevilled that country for vears. 
France [he first is that the constitution of the Fourth Republic is drawn 
in up in such a way as to give its plethora of political parties ample 
Travail opportunity for manoeuvring to secure the fruits of office, but 
very little opportunity to govern when they do secure them. 
The second is that France has a mass of self-employed—both peasants and 
small business men—and none of these pays his fair share of direct taxes. 
The third problem is that France, like so many other West European countries, 
has an over-expanded welfare state; one result of this is that it has too many 
civil servants who are both badly paid and unprofitably employed, and another 
is that such arrangements as rent legislation and state purchase of surplus 
wine have set up privileges that no Government can touch save at its peril. 
The Laniel Government, which came to power this summer after the 
longest political crisis and during the worst economic crisis that even France 
has suffered for many years, was accorded one advantage that had been 
denied to its predecessors; it was allowed to take certain steps to fight the 
economic crisis by decrees—but only during the summer holiday of the 
Assembly, which was originally scheduled to last until October next. It used 
these powers in a way that a very timid and conservative-minded Government 
might be expected to do. It tried to nibble at the structure of the welfare 
state—by increasing the retirement age of civil servants and of sedentary 
workers in the nationalized industries, by reducing the employment of tem- 
porary public servants and by announcing its intention to resist wage demands 
in its own sector; but it did nothing at all to try to make the self-emploved 
pay their income taxes—although a quite feasible method, by adjusting 
indirect taxes in a way that would make it unprofitable for private traders to 
hide their invoices, seems to be to hand. It was not surprising, therefore, that 
the public servants, who do pay their income taxes (because the Government 
knows what they get), felt they were being victimized as the only easy targets 
fora weak Government to shoot at. These grievances have promptly been 
exploited by the Socialists (who want power) and the Communists (who want 
disturbances); the whole sorry business has left a nastytaste behind it— 
though fortunately no taste of blood. 








THE strengthening of the gold and dollar reserves of the sterling area is showing 
remarkable and welcome persistence through the normally lean summer 
season when sales of staple sterling area commodities are at a 

The low ebb. During July the reserves rose by another $89 
Mounting millions—almost double the June increase of $46 millions. As 
Reserves the table on page 193 of this issue shows, the mid-July receipt 
of gold from the European Payments Union, in part settlement 

of the sterling area’s surplus with Western Europe in June, was down to $2 
millions, but receipts of American aid were higher at $36 millions. The most 
heartening feature, however, was that the “ residual’ gold and dollar surplus 
of the sterling area—which, for the most part, mirrors the balance with North 
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America—was particularly favourable at $51 millions. The reserves have now 
risen by $784 millions since August, 1952, to a level of $2,456 millions; the 
dollar accounts have been consistently in surplus in each of the eleven months 
of this period except in December of last year—when the annual payment of 
$181 millions fell due on the United States and Canadian lines of credit. 

It will be surprising if the improvement in the reserves is shown to have 
been maintained at this rate in August. The lump sum payment of $39 millions 
on the 1942 Canadian loan (as part of the arrangements that have allowed 
switching in Canadian securities to recommence in London) is believed to have 
been handed over last month; and the reserves also had to bear the payment 
of some $54 millions in gold to the E.P.U. in settlement of the July deficit—a 
small enough charge in the season when British tourist expenditure on the 
Continent is normally at its peak. But the further outlook is not unpromising, 
Total British exports rose by £30 millions in July, to £243 millions, their 
highest level for sixteen months; imports were little changed on the month. 
The adverse visible balance shown in the trade returns (with imports valued 
c.i.f.) was thus fully £105 millions lower in the first seven months of this 
year than in the first seven months of last; there are now reasons to hope, 
therefore, that last year’s achievement of an overall external surplus of {£170 
millions may be improved upon in 1953. 


THE new issue market these days is not being given much time to draw breath 
between successive (though not always successful) operations affecting the 
public sector of the economy. Within a month of its {100 
Steel millions ‘“* funding ”’ issue of 1960 stock, the Treasury made its 
and Gas_ conversion offer to holders of the 1952-54 War Bonds (the 
Financing result of which was briefly recorded on page 69 of THE BANKER 
last month), and then actually chose the August bank holiday 
week for the launching of an {80 millions loan for the Gas Council. The un- 
orthodox timing of this last issue did not, however, reflect as marked a lack of 
consideration for the convenience of the market as might at first glance appear 
—for the whole operation seems to have been very much of an “ inside” 
affair, and was probably intended as such. The terms of the issue—4 per cents, 
1969-72, offered at gg—were pitched so very close to the market level as to 
offer no real inducement to public subscriptions at the outset. And, indeed, 
the issue was achieved without creating a ripple on the firm surface of the 
market, leaving the City with the impression that virtually the whole amount 
had been absorbed departmentally. Another important unofficial “ tap ” 1s 
obviously impending—but the gilt-edged market has since held firm, despite 
the simultaneous, and rather unexpected, buoyancy of industrial equities. 
These, unlike some commodity prices, have not shown their much-predicted 
reaction to the Korean truce, perhaps because it still looks an uneasy one. 
But, if the gilt-edged issue market has been kept busy, the eve of the holiday 
did at least produce official confirmation that the issues for the resale of 
nationalized steel shares would be deferred until the autumn. A minor first 
transaction—the resale of the Templeborough Rolling Mills to its former 
owners—was indeed negotiated privately (at a price that was only fortuitously 
close to that at which the shares were taken over upon nationalization). Sit 
John Morison, chairman of the Realization Agency, has now definitely stated 
that the first of the major operations of the autumn will concern the equity 
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of Colvilles, Dorman Long, Lancashire Steel, Stewarts & Lloyds, John 
Summers, United Steel, or Whitehead. Each of these major operations will 
be handled by a consortium of the leading merchant bankers—Barings, 
Bensons, Hambros, Helbert Wagg, Lazards, Morgan Grenfell, Rothschilds and 
Schroeders. No stampede of eager investors is expected, but preference will 
be given to applications from investors who held steel shares on vesting day. 
An important point for the gilt-edged market is that applicants will have the 
option of paying cash or of tendering a wide range of existing gilt-edged 
stocks—the precise range and the prices at which the stocks will be accepted 
“as cash ’’ will not be disclosed until the resale operation is announced. It is 
conceivable, though not very probable, that these facilities, and the prospect 
that the resales will in any case involve some shortening of the supply of gilt- 
edged stocks, have been an ingredient in the recent firmness of the market. 


THE figures of the clearing banks for mid-July, the latest available at the 
moment of going to press, go a long way towards redressing the adverse 
impression created by the preceding statement—which dis- 


Credit closed an abnormally large credit expansion, by £158 millions, 
Curve in net deposits, over a six-week period. The July statement, 


Flattening ? by contrast, was the first for five years to show a decline in 
net deposits in that month; the fall was {9.7 millions, 

compared with increases of {27 millions and £46 millions in 1952 and 1951 
respectively. Too much reliance should not, perhaps, be put upon this favour- 
able comparison—unless it is endorsed by the August statement. When the 
make-up falls early in the month, and especially when the period spanned is a 
mere fortnight, as it was in July, comparisons with the previous year’s 
experience are especially liable to fortuitous distortion—quite apart from that 
commonly caused by large movements in intra-bank “‘ transit ’’ items at and 





July 15, Change on 
1953 Month Year 
ém. fm. ém. 

Deposits - oi = + 6246.9 —- 52.6 + 184.3 
‘Net ’’ Deposits * i - 6013.7 = 9.7 + 169.5 

O/ + 

° , Oo | 
Liquid Assets.. od = - 2215.1 (35-5) 22.9 + =fO.5 
Cash - ea - s 510.5 (8.2) —- 3.5 oa 9.4 
Call Money i na = 460.2 (7.4) - 8.9 — 74.4 
reasury Bills .. 4 = 1183.8 (79.0) + 35. + 126.3 
Other Bills - r - 60.6 (1.0) 0.2 —- 20.8 
Investments plus Advaines .. .. 3870.2 (61.9) — 29.2 + I3I.1 
Investments “ss v i 2140.2 (34.2) + 3.8 + 223.6 
Advances - wi + 1730.0 (27.7) — 33.0 —- 92.5 


*After deducting items in course of collection. + Ratio of assets to published deposits. 


alter the half-year-end. This particular distortion can, however, be smoothed 
out by examining the changes over the two-month period to mid- July; ; the 
increase in net deposits in that period this year was, although large, almost 
identical with last year’s increase (at {148.7 millions). 

If this means that the curve of credit expansion is flattening out, the cause 
is definitely the decline in demands from the central government, whose 
needs in the first fortnight of July this year were less than one-third of those 
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for 1952. On the other hand, the current needs of the private sector (excluding 
those of the nationalized industries, whose large borrowings are being funded 
from the proceeds of the recent stock issues) still seem to be appreciably larger 
than they were in 1952. Total advances dropped in the first fortnight of July 
by £33 millions, compared with a fall of nearly £38 millions last year. But 
last year’s July call on the B.E.A. loan did not affect the July banking state- 
ment, whereas the £314 millions final call on this year’s loan actually fell due 
on the July make-up day. According to some banks, the resultant repay- 
ments were (rather surprisingly) reflected in their advances; if this were true 
generally, the call would account for by far the greater part of the fortnight’s 

apparent fall in total advances, in marked contrast to the 1952 experience. 
Moreover, much the same impression is conveyed by the more reliable 
comparison of the two-month periods. In the eight weeks to the July make-up, 
total advances dropped by £26 millions less this year than in 1952, although 
calls paid on B.E.A. loans were {22 millions more. Over the same periods, 
portfolios of commercial bills contracted by 45.7 millions this year, but by 
{20.5 millions in 1952. . 


AN important barrier to the further growth of British exports in the near 
future is the increasing scarcity of sterling. Four countries—Pakistan, Turkey, 
Japan and Brazil—have all furnished pointed evidence of sterling 

Scarce shortage in recent weeks. Pakistan, as an article on page 140 





Sterling explains, has found it necessary to negotiate a sterling loan of 


{10 millions. Turkey, now devoid of direct United States assis- 
tance to meet its deficit in the European Payments Union, has recently pur- 
chased {£2 millions of sterling from the International Monetary Fund (as well 
as $10 millions of U.S. dollars and DM. 18 millions of West German currency). 

Japan, too, has been running short of sterling again, and still depends on 
dollar swap transactions for its day-to-day requirements. Earlier this year it 
arranged to sellon the London market for sterling the equivalent of £25 millions 
in dollars against forward repurchases. These swap arrangements have recently 
been extended for another three months and, in addition, the facilities have 
been increased by £5 millions. The Japanese Government has, moreover, now 
specifically recognized in its commercial regulations that sterling is as hard a 
currency for Japan as the dollar; Japanese exporters’ earnings of sterling now 
count equally with their dollar balances in entitling them to import from the 
dollar area. The continued recourse to “ swap "' transactions seems to suggest 
that Japan regards its shortage of sterling as a comparatively short-term 
phenomenon; this might indeed be the case if sterling area discrimination 
against Japanese exports 1s substantially relaxed. But if its shortage does 
continue, Japan will be forced to make an outright sale of dollars against 
sterling, and the sterling area reserves will benefit correspondingly. 

A longer-standing member of the queue for sterling facilities is Brazil. 
The latest indications in the protracted negotiations concerning the clearing 
of the £63 millions of commercial arrears owed to British exporters are that 
the Brazilian authorities are prepared to be somewhat more reasonable in their 
attitude towards this debt than was suggested by their first puny offer. They 
have now offered to make a down-payment of {10 millions—to be mobilized 
through a purchase of sterling from the International Monetary Fund—and 
to pay off the arrears by annual instalments regulated in amount by the level 
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of Brazil's sterling exports. The annual payment would be {7 millions when 
Brazil’s exports to Britain reached £50 millions; it would never fall below £5 
millions, but would otherwise rise or fall with the value of exports. While 
many people in this country may still be suspicious of an arrangement that 
hinges round a “ target ’ level of British imports from any one source—and 
in any case offers only protracted settlement of debts incurred in the ordinary 
course of business—these proposals are at least sufficient to make continued 
negotiation possible. 





THE untidiest of the many anomalies in the complicated structure of exchange 
control regulations over security dealings has at long last been rubbed out. 
British investors can now sell their Canadian securities in 
Switching Canadian stock markets or on Wall Street, and use the proceeds 
Canadian to switch either to another Canadian security or into a United 
Securities States dollar stock; they can also switch back from U.S. 
dollar stocks into Canadian securities. This new freedom 
springs directly from last month’s agreement governing the repayment of 
Canada’s interest-free loan to Britain in 1942. Under the old regulations 
governing this repayment any Canadian dollars accruing from the redemption 
or sale in Canada of Canadian securities belonging to British residents had to 
be surrendered to the British Treasury, and then used by it to repay the loan, 
which by the end of last June had thereby been reduced from its original $700 
millions to $189 millions. The recent increase in direct investment in Canada 
by British industrial concerns had, however, slowed down this rate of repay- 
ment; for Canada had agreed that the dollars coming from security sales 
could alternatively be used for such direct investment. 

It was, therefore, in the interests of both the Canadian authorities and the 
British Government (in view of its commendable, if vague, desire to simplify 
exchange controls) to come to a new agreement—and one that effectively 
makes the repayment of the loan a direct charge upon Britain’s gold and 
dollar reserves. Under this agreement the British Government will imme- 
diately pay $39 millions to Canada, and will repay the remaining $150 millions 
in twenty quarterly instalments starting in March, 1954. 

One immediate consequence of the arrangement was that the prices of 
Canadian securities on the London stock exchange were adjusted to a common 
4 per cent. premium* over the equivalent prices quoted in Canada; this was 
the same as the premium between the London and Wall Street quotations for 
United States securities. Before these new regulations were announced, the 
premium on Canadian stocks had varied between nothing and 6 per cent. 
according to the supply and demand for the particular stock in London. This 
upper limit of 6 per cent. was imposed by the cost of buying Canadian securities 
in Canada through the so-called ‘“‘ D-mark route ’’; this route involved selling 
blocked D-marks in Switzerland, buying U.S. dollars there, and then using these 
dollars for security purchases on the Canadian stock markets. This tortuous 
and costly proceeding had previously been the best available method through 
which British investors could buy any new and promising Canadian securities 





* This was the premium quoted on the middle rate of U.S. $2.80 to the £; later, the stock 
markets decided to base quotation of the premium on actual exchange rates for the U.S. and 
Canadian dollar, and the premium then narrowed to 34 per cent. 
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that were not on offer in London; now they will be able to buy them in 
Canada against sales of existing securities. The new arrangements do not, 
by themselves, open the door to greatly increased British participation in the 
Canadian investment boom. But they do mean that such participation as 
there is can now be directed towards the most promising outlets; and that 
the tap through which Britain’s stock of Canadian securities had previously 
been draining away has been turned off. 


As has now unhappily become the rule, the only new information of any 
significance that is afforded by the statutory Annual Report of the Bank of 
England is that recording the extent to which sterling has been 
The Use transferred between countries outside the sterling area—both 
of under the automatic facilities available to transferable account 
Sterling countries and under the administrative facilities provided at the 
discretion of the Bank. As the figures given exclude all transfers 
to and from American account countries and also transfers between countries 
in the same monetary area, they do not by any means measure the full extent 
to which sterling is used in financing current international trade outside the 
sterling area. As will be seen from the first of the appended tables, the total 
transfers fell considerably last year, chiefly in consequence of the fall in com- 
modity prices; it is no indication of a diminution of the use of sterling in 
international transactions. The report emphasizes that Egypt, the Netherlands 
monetary area, the Italian monetary area and Scandinavia again made con- 
siderable use of transferability. It also gives separate figures, shown in 
Table II, of transfers of sterling to and from O.E.E.C. countries. 





TABLE I[ 
STERLING TRANSFERS 
(£ millions) 


\~ 





1949 1950 I95I 1952 
Automatic facilities .. we " oc 144 143 241 209 
Administrative facilities we + “ 125 155 222 170 
2090 2905 403 379 
TABLE II 
TRANSFERS INVOLVING O.E.E.C. COUNTRIES 
(f millions) 
1949 1950 1951 1952 
Between O.E.E.C. countries... v “~ it 45 73 112 73 
By O.E.E.C. countries to other countries outside the 
sterling area .. a “ - ae is 45 59 82 63 
By other countries outside the sterling area to O.E.E.C. 
a IOI 99 179 105 


countries 
There was a welcome increase, from {125 millions in 1951 to £151 millions 
in 1952, in the total of United Kingdom merchanting transactions arranged 
in sterling between non-sterling area countries, largely on account of the 
extended facilities of British commodity markets. Transactions under the 
special exchange control arrangements called ‘“‘ Commodity Schemes ”’ fell last 
year, but largely as a result of the (short-lived) official sanction for commodity 
arbitrage between dollar and E.P.U. currencies given in August, 1952. This 
led to business of some {60 millions, and as the payments by British merchants 
were made in dollars the figure was not included in the above totals. 














Should Sterling Float ? 


HE illness of Sir Winston Churchill has caused Mr. Butler to abandon 
Tis proposed visit to Washington this month for the annual meetings of 

the International Monetary Fund and of the World Bank; Mr. Reginald 
Maudling is going there instead. This decision suggests that the Government 
has no intention of using those meetings as an opportunity for any major, if 
informal, discussions with other countries about its exchange rate policy; and 
it also suggests that the wider public will be no better informed on this subject 
a month hence than it is now. This is a pity, for there are reasons to suppose 
that the developments of the past twelve months have sown two seeds of 
insecurity that, if left to themselves, could grow up into very grave encum- 
brances indeed at any time of future crisis. They are dangers to which curiously 
little attention has been drawn in recent public comment. 

The first danger arises from the fact that everybody now knows that the 
Commonwealth's famous “ plan” of last December envisaged the establish- 
ment of a floating exchange rate as one of the measures that might be asso- 
ciated with the projected advance to sterling convertibility; the result of this 
publicity is likely to be that, if and when the tide turns against sterling again, 
merchants and dealers will have at least a vague reminiscence at the back of 
their minds that the British Government does not regard the $2.78-$2.82 rate 
as something that is sacrosanct. The second danger is that, if people wanted 
to speculate against sterling, they would find more avenues open for doing 
so now than they did in 1949 or 1951; the re-opening of commodity markets, 
the return of the power of decision over a large field of import policy from 
Governmental to private hands and the unblocking of every large sterling 
balance except that of Egypt would all seem to work in this direction. It 
may be argued, in opposition to this viewpoint, that the salutary experience 
of disinflation in 1952 will make private merchants and dealers in the com- 
modity markets much more cautious in their import policy in the future, 
whenever there are any signs that economic conditions are turning sour; and 
that they will not rush to make “ forestalling ”’ purchases in anticipation of 
new import or exchange controls, because they will have a real fear that they 
will not be able to re-sell the commodities thus bought. This will be true if 
there is general confidence that the Government will meet any future worsening 
of economic conditions by stern disinflation rather than by resort to a sliding 
rate. But it will be true on that assumption only. 

At the moment, unfortunately, it is not a tenable assumption. Nobody 
can be confident that he knows what is the Government’s line of thought 
on the future of exchange rate policy. Indeed, face the professional tipsters, 
it is quite possible that the Government does not know itself. So long as this 
widespread doubt exists, the country must at least take note of the possibility 
that the bear position built up against sterling in any future crisis could— 
for both psychological and technical reasons—be very much greater than the 
bear positions built up in 1949 and 1951. It seems evident, therefore, that 
the.Chancellor ought to pluck up his courage to make one of two statements 
of policy in the comparatively near future—and certainly while the economy 
is still in a position of strength. Either he should say ‘‘Although the British 
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Government does not envisage any major fluctuation in the exchange rate of | 


sterling in the foreseeable future, it has decided to renounce the obligation to 


keep the rate perpetually below $2.82—or, for that matter, if future conditions | 
make this undesirable, perpetually above $2.78’. Or else he should say | 


“It is quite true that the plan evolved at the Commonwealth Conference last 


December envisaged that the sterling exchange rate might be unpegged as a | 
buttress for the following quite specific relaxations of exchange and import | 
controls. We still hope to undertake these relaxations, but they cannot be | 


made unless and until our friends both in America and on the Continent have 
acceded to certain proposals that we have put up to them; in the meanwhile 
we shall push forward with trade liberalization as fast as we can, but we wish 
to emphasize that there has never been any question of setting the sterling 
exchange rate free to float until and unless these ultimate and specific liberaliza- 
tions have been undertaken’”’. The excuse the Chancellor might find for making 
such a statement might be ‘‘ to remove unnecessary uncertainties from traders’ 
minds ’’: but in fact, of course—whether the Government realizes it or not 
—the real advantage of such a statement would be that it might give a little 
more confidence to both speculators and sophisticated observers that Britain 
would meet any future deterioration of its international payments by tightening 
the screw of disinflation, rather than by taking the easier way out of letting 
the exchange rate fall. 

Neither of these pronouncements is one that the Government would like 
to make; the natural tendency in Whitehall is to sit quiet, to argue that the 
leaks that have come out about the Commonwealth's plan are all unofficial 


anyway and that no notice should be taken of them. This tendency may rule | 


whether the Government genuinely intends to stick by a fixed rate, at all 
costs, until full convertibility is attained, or whether—as every speculator 
will assume if crisis returns—it is following the somewhat flabbier policy of 
‘waiting to see’’. The point that needs to be driven home, however, is that 
a definite line on exchange policy will need to be taken well before the next 
crisis occurs. If the decision taken is to let the rate float, then it might be 
just possible to do this now, from the country’s present position of strength, 
without prejudice to sterling’s status as an international currency. The step 
could be timed to coincide with one of the minor measures of trade liberaliza- 
tion that Britain obviously intends to take in the near future any way; it 
could be described as an accompaniment of that new advance; the (rather 
misleading) analogy of Canada could be quoted; and the first breach of the 
present margin might be upwards—above $2.82—as a sign to future bears 
that they would not have a one-way option if they fled from the currency at 
future moments of strain. 

Many people would have grave doubts about the wisdom of such a step. 
But if the Government did intend to free the rate some time before full con- 
vertibility were attained, nobody will deny that it would be much better to 
make the announcement while it could still be presented in such a wrapping. 
To miss this opportunity while sterling is still strong, only to scuttle to a free 
rate at a moment of crisis, would be to advertise around the world that sterling 
is a currency that never goes far forward, but it is always liable to slide far 
back. On the other hand, if the Government is resolutely fixed on the less 
pliant course of ‘no floating rate without convertibility ’’, then a state- 
ment to this effect now or in the fairly near future might serve the purpose of 
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a rallying call—and might even convince some people that there is no point 
in speculating against sterling if the balance of payments turns adverse. To 
delay such an announcement until crisis returns would be to wait to meet a 
whirlwind with a whisper that nobody would believe. 


THE CONVERTIBILITY PLAN 

But if the need for some clarification of the Government's attitude is already 
demonstrable, what should that attitude be? The debate about which 
decision should be taken—for a fixed rate or a free—merits close and 
careful scrutiny. The position can best be assessed by examining four lines of 
argument—on the prospects for real achievements under the convertibility 
“plan ’’, on the situation that will arise if an external crisis recurs (and the 
likelihood of this happening), on the effect of a free rate upon Britain’s internal 
economy, and on the effect of a free rate upon sterling’s standing as an inter- 
national currency. 

In the past month there have been some more leaks—or alleged leaks— 
from the Continent about the nature of the convertibility “ plan’”’ of last 
December. Most of these leaks have confirmed suppositions that have already 
been reported in THE BANKER. It is quite evident that a major prerequisite 
of the ““ plan’ was that any advance to full-scale convertibility should be 
underwritten by large stand-by credits from the International Monetary 
Fund, and that suggestions have been put forward from Whitehall about 
how the Fund might mobilize more dollars to lend (perhaps by flotations in 
the Wall Street market, especially at times of high liquidity and low interest 
rates such as might obtain in any American recession). It is also apparent 
that Britain wanted the West European currencies to march forward to con- 
vertibility together and that it suggested means by which E.P.U. might be 
kept in existence, at any rate during the early stages of the advance. Another 
suggestion seems to have been for the establishment of a sort of economic 
equivalent to the wartime Chiefs of Staff Committee, on which America, Con- 
tinental Europe and Britain would all be represented; this Committee would 
discuss positive proposals for good creditor policies by America and for sterner 
disinflation by debtor countries, and it would also try to thresh out some 
agreement on the vexed question of the dollar price of gold. 

On exchange rate policy the leaks from different sources in the past month 
have been conflicting. Some people have stated categorically that the proposal 
was that the exchange rates of sterling and of the West European currencies 
should be allowed to fluctuate without limit. A more circumstantial story, 
which may be equally wrong, is that there was some split within the British 
Government on whether the rate should be set entirely free or whether the 
margin of permitted fluctuation on either side of parity should be raised 
from I per cent. to 10 per cent.; the story is that the eventual proposals left 
the choice between these alternatives somewhat in the air. It is generally 
agreed, however—in fact it is positively known—that fluctuating rates played 
some part in the “ plan’’; but it is believed that they were not to be brought 
into operation until any foreigner who earned sterling (although admittedly 
he would still have to earn it behind the barrier of some import controls) was 
allowed to turn that sterling into dollars—in other words, until convertibility 
was attained in at least its technical sense. 

This ‘“‘ plan ’’, in its detailed form, is now in a deep sleep—some people 
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would call it the sleep of the dead. Until America agrees to an increase in | 


the I.M.F.’s dollar quota, to more liberal trading and creditor policies, and 
(possibly) to an increase in the dollar price of gold, there seems no possibility 
of an advance to sterling convertibility—under any of the varied definitions 
of that term. Britain does, however, intend to press forward as fast as it can 
with various relaxations of its import and exchange controls. The most 


important recent measures in this respect have been the re-opening of a wide | 
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range of commodity markets; British manufacturers can now buy most of| 
their raw materials in the cheapest world market, irrespective of the currency | 


in which payment has to be made, while in the non-ferrous metal markets 
(though not in grain) foreigners can also buy some dollar commodities against 
payment in sterling. There has also been some liberalization of controls over 
imports from Europe, and more can be expected in the near future; 1n fact, 
some further measures may be announced this month. 

Does all this provide grounds for an argument that it might be wise to free 
the sterling rate now as a buttress—not for full sterling convertibility, which 
is impossible—but for significant smaller steps in that direction ? One bold 


forward step, for example, would be to allow foreigners to buy dollar grain | 


with sterling in the London market. Just conceiv ably, such a step—together, 


— 


say, with the establishment of something approaching complete liberalization | 
of all non-dollar imports—might be possible now, given a freeing of the sterling | 
exchange rate; indeed, it might also be possible to simplify exchange control | 


procedure considerably by declaring complete and automatic conv ertibility of 


sterling into all currencies except the dollar. But it hardly seems worth while | 


to free the rate just to make possible limited relaxations of this kind; and it 
seems fairly certain that the Government has nothing of the sort in mind. 


Ir CRISIS RETURNS 


The argument that it might be advisable to set the sterling exchange rate 
free in order to press forward with relaxations of import and exchange controls 
therefore seems to come to a dead end; the only sorts of relaxation that would 
be possible while America’s foreign economic policy remains in its present 
disappointing state of doubt are relaxations that are not sufficiently attractive 
in themselves to make the game of fluctuating exchange rates worth the 
candle. The debate is therefore thrown back from contemplation of fluctuating 


rates as supporting weapons for an advance (in conditions where major advances 
are impossible) to contemplation of them as defensive weapons in case a} 


crisis returns. Here the case is much stronger. That case does not merely 


rest on the contention, already discussed, that there will be greater incentives | 





—and wider opportunities 


for speculation against sterling in any future | 


crisis than in 1949 and 1951. It also rests on the proposition that the Govern- | 


ment might otherwise have to beat a damaging retreat from the whole economic | 
philosophy that it has tried to follow in the last twelve months. In past crises } 


the first lifebuoys for which the authorities have grabbed have been restrictions 
on private imports and specific revisions of the import programmes of Gover- 
ment departments, especially as regards raw materials. Now that a large 
proportion of Britain’s imports of raw materials come in through the com- 
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modity markets (without licensing restrictions), any sudden re-imposition ot | 


controls over this type of import is going to be very difficult indeed. 


This does not mean, of course, that no steps could be taken at all. Ata | 
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moment of crisis, for example, the same restrictions might be imposed upon 
foreign purchases of dollar copper in London as are at present imposed upon 
foreign purchases of dollar grain; and the same restrictions might be imposed 
on private British purchases of dollar grain as are at present imposed (though 
they are not very effective) upon private British purchases of dollar cotton. 
This policy of punching restrictions into and out of the commodity markets 
like a jack-in-the-box, however, would also inevitably punch some holes into 
their still delicate fabrics—and into their long-term prospects of becoming the 
recognized centres of international trade; since a free exchange rate would 
take over at least some of the first hurried line of defence that physical controls 
have filled (and filled rather badly) in the past, that is a great point in the free 
rate’s favour. But once again one comes back to the argument that if private 
merchants think that a time of crisis is a time when it is going to grow more 
and more difficult for them to resell whatever commodities they buy, then they 
will cut back their purchases from overseas in a trice. A free rate is not the 
only alternative to physical controls; disinflation—or, more accurately perhaps, 
a widespread belief that the Government will quickly resort to disinflation— 
is another candidate before the board. 


WoOuULD DISINFLATION BE APPROPRIATE ? 


The question now needs to be examined, therefore, whether disinflation is 
likely to be appropriate if and when the next sterling crisis comes along. If 
such a crisis arose as a result of a renewal of inflationary pressure in Britain, 
not many people would doubt that disinflation was the right medicine to take. 
But there seem to be two other sources from which such a crisis might spring. 
The first, which is very much in everybody's mind at the moment, is the 
possibility of an American recession. If areal slump started in America—such 
as the 30 per cent. fall in gross national product experienced there between 
1929 and 1932—and began to sprea‘ its infection to Britain, the establishment 
of a floating rate for sterling might be almost inevitable; as Lord Keynes 
once said, the days have gone when any country can be expected to try to 
make the internal level of employment, wages and prices fluctuate wildly 
around the external value of its currency instead of the other way round. But 
if, as many people believe, the only real danger is of a much smaller recession 
than this, then an increasing British band of hope now argues—perhaps on 
rather flimsy evidence—that the $8 or $9 billions of foreign ‘‘ hot money”’ now 
lying in short-term balances in New York would seek a new home if confidence 
in the American economy ebbed; and that a firmly defended sterling should be 
helding in the slips to catch it. If the Government is going to pin its hopes 
on this development, however, it will need to make its intentions about exchange 
rate policy very clear at a very early stage indeed. Hot money would hardly 
flow into a London that was alive with rumours about a depreciation of the 
sterling rate. 

The second obvious way in which a sterling crisis could be caused would 
be by a recurrence of heavy imports of American machinery and other capital 
goods by the overseas dominions. If the end-December interest payments 
on the American loans are excluded from the reckoning, the sterling area has 
now-been in consistent dollar surplus for eleven months; if the special pur- 
chases of ‘‘ arbitrage commodities ’’ towards the end of 1952 are also excluded, 
the sterling area also seems to have been in surplus throughout that period in 
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its direct current balance with North America. Analysis of the United States | 
trade returns suggests strongly that the main reason for this improvement | 
has been a fall in imports (and especially imports of capital goods) from! 
America into the overseas dominions. The annual rate of imports from! 
the United States by the dominions in the second half of 1952 was only $672! 
millions; this was $560 millions less than in the first half of that year and! 
$369 millions less than in 1951, and thus more than accounted for the total! 
improvements of $452 millions and $324 millions (excluding the end-December | 
interest payments) in the sterling area’s balance with the United States in| 
those two periods. It is true that the United Kingdom’s own balance with 
America improved throughout this period, but this was more than offset by: 
the fall in the prices of staple colonial exports to the United States. ‘= 

This is disturbingly similar to the pattern of improvement set up between ° 
mid-1949 and the end of 1950. At the depth of the devaluation crisis of Ig4q) | 
the overseas dominions agreed to go slow on their imports of capital goods) | 
from the United States. It was soon proved that these imports could easily | 
be postponed, either by direct Government action (for many of the develop! 
ment projects for which American machinery is used are Government-) ‘ 
sponsored) or by administrative scrutiny of import licences; and the same pro-| ‘ 
cedure has been adopted this time. The lesson of 1951, however, was that as) ‘ 
the sterling area’s position improved, such imports rose sharply again—indeed | 
much of the American machinery that had been held up during the waiting! 
period of 1949-50 came into the dominions in a delayed rush in that year.) 
There is an evident danger that the same thing may happen again in 1054 
or 1955; even if there is no American recession, the risk of another sterling) 
crisis next year or the year after cannot therefore be wholly discounted. 

There are some people who will say that it would be quite inappropriate 
to try to counter a renewal of extravagance by the overseas dominions by 
resorting to a deliberate increase in disinflation and unemployment in Britain. 
A school of thought is growing up that avers that the equilibrium exchange. 
rate for sterling is one that makes it unprofitable for the dominions to buy 
dollar rather than sterling machinery in this way. Unfortunately, however, 
the dominions’ preference for dollar machinery is not simply a function of! 
price; it is also a function of delivery dates and of willingness by British 
producers to adapt their output of machinery to make it suitable for use on 
rough roads, in wide open spaces, and at vast distances from the nearest. 
servicing station. The Americans are used to producing capital goods that} 
accord with these requirements in their own far-flung country; British pro- 
ducers have got to get used to the same thing—and a relentless search for | 
markets in disinflationary conditions is more likely to bring their noses down | 
to the grindstone than a perpetual flabbiness in the sterling exchange rate. | 
It is only fair to add that the mild disinflation of 1952 has already worked | 
some mild wonders in this respect; and so has German competition. 

The argument that it would be wise to resort to a floating rate now—i | 
order to provide the country with a weapon with which to fight a future crisis 
that would work more effectively than either disinflation or physical controls 
—must therefore be regarded as ‘‘ not proven ’’; there is a reasonable case to 
be put up on either side of the debate. What, now, of the effects of a floating 
rate on Britain’s internal economy ? 
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[t is these effects, of course, that constitute the great objection to floating 
rates that is emphasized—day in and day out—by the liberal proponents of 
fixed exchanges in all circumstances. Once the impression gets about that there 
is one more sector of the front along which a retreat can be made, then it is 
claimed that all the attacking forces—workers with wage claims, manufac- 
turers faced by foreign competition, Government departments under fire 
for their disinflationary policies—will seek to break through it. It will always 
seem convenient, the critics say, to give ground on the exchange rate rather 
than discipline oneself to stand up to these pressures. 

This argument is, in point of fact, considerably weaker to-day than it was 
a year ago. It is weaker because a fall in the exchange rate does bring an 
automatic sanction of its own in a market economy—in the shape of an 
exceedingly unpopular rise in prices. Now that subsidies have been whittled 
down and price controls virtually abandoned, a depreciated exchange rate 
would quickly become unpopular with the housewives in the shops; and 
there might well be a greater popular appeal in exhortations to defend the 
rate once it was realized that these were also exhortations to hold the line 
against increases in the cost of living. This purgative effect of a floating 
exchange rate might, of course, be so unpopular that politicians would run 
away from it, back to, subsidies and price controls again; in that case, the last 
state of the economy would be far worse than the first. Even if this danger were 
averted, the purgative would be really operative only if increases in import 
prices were quickly translated into increases in prices in the shops. In practice, 
however, there would always be a danger of time lags while sales were made 
from stocks bought at prices lower down the ladder; and it is during time lags 
that crises are born. 

The final arguments against floating rates are the familiar ones that they 
cause considerable inconvenience to merchants and financial institutions in 
the London market; that day-to-day management of the rate by a few indi- 
viduals at the Bank of England would cause grave political difficulties in 
India and other overseas sterling area countries; that floating rates would 
be a violation of agreements to which the British Government set its hand at 
Bretton Woods and elsewhere; and that they might issue in a regime of com- 
petitive depreciations in other countries, including—at a time of recession at 
least—the United States of America. None of these arguments is necessarily 
compelling, when considered in isolation; but many people will consider that, 
insum, they are just sufficient to tip the delicate balance of debate in favour 
of maintenance of a fixed parity. 

That, however, is for the Government to decide. The main object of this 
article has been to hammer home the point that the unfortunate way in which 
publicity about the “ convertibility plan ’’ has been handled has created a 
crop of difficulties for the future—and difficulties about which Whitehall may 
not have. made itself wholly aware. It is not a wise policy to squat silently 
over a bubbling cauldron of rumours; one day those rumours may boil 
over, with results that could be painful and undignified for those who are 
sitting on top of them. Secret agreements that are secretly not arrived 
at are the worst possible foundation for a strong economic policy. The time 
has cone for a frank and official exposé of the nature of the convertibility 
plan; and especially of its implications for the future of exchange rate policy. 
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The Government and Overseas Credits 


WO months ago, in an article entitled “‘ The City and Export Finance ”’, 
THE BANKER discussed the problems that had arisen in financing British 
exports. It suggested that there were no real difficulties calling for 
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urgent action in trade in commodities and consumer goods; and that the | 
problem of financing British exports of capital goods, for which buyers often | 
demand extended credit terms, could best be solved by enabling the buyers, | 


rather than the sellers, to raise funds—on commercial terms—in the London 
market. In the past month the authorities have taken two very interesting 





steps 


} 


and they are steps not entirely immune from criticism—in this field. | 


In the first place, the Bank of England has announced some rather far- | 


ranging relaxations of exchange restrictions over the granting of overseas 
banking credits. In the second place, in a special loan of £10 millions to 
Pakistan 
the Press—the British Government has set the machinery of the Export 
Credits Guarantee Department into motion as a supplier, and not merely as a 
guarantor, of overseas credit. 

The justification for these two moves is sought, first, in the heartening 





maintenance of the sterling area’s gold and dollar surplus and in the fact that | 


foreigners are no longer fleeing from sterling; and, secondly, in the increasingly 
competitive character of the world’s export markets, in which competition in 
the granting of credit terms is playing a notable part. A recent development in 
this competition in credit is that the Japanese have been offering unusually 
long credit terms in the export of machinery to Pakistan; British engineering 
exporters have thereby been pressed to grant long-term credits (of up to 
five years’ duration) in order to maintain their hold on this market. It 1s 
surprising, incidentally, that Japan should feel able to offer such generous 


a loan that perhaps deserves more scrutiny than it has received in | 


; 
: 


MEET OS 


EPEAT RRS TIE eee ee ire 


credit terms; it is now so desperately short of sterling that it is meeting its | 
day-to-day requirements for imports from the sterling area only by engaging | 
in decidedly expensive dollar swap operations. But the fact remains that its | 
competition in Pakistan has been intensive; and it is this fact, together with 
Britain’s natural desire to follow the United States in granting aid to a | 


Commonwealth country in distress, that explains last month's rather surprising 
loan to Pakistan. 

So much for the background. In turning now to the detail, last month's 
general relaxations on overseas credits can most conveniently be examined 
first. These general relaxations, which stem largely from the improvement 
in sterling’s strength, principally consist of a general countermanding of 
most of the special restrictions on overseas credits that were put into effect 
early in 1952. The pressure to which sterling was being subjected at that 


time was undoubtedly being accentuated by the abuse of London credit | 


facilities, an abuse encouraged by the exceptionally cheap terms at which 
credit could be obtained in London when Bank rate was still only 23 per cent. 
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By the use of these credit facilities overseas purchasers of sterling com- | 
modities were able to extend the period during which they ran short of sterling | 
and postpone the date of settlement of the amounts they owed. In certain | 
cases London credit facilities were used for blatantly speculative purposes. | 


This was particularly true of refinance credits (that is, credits under which 
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bills are renewed upon maturity to afford finance beyond the period of actual 
movement of goods); certain United States interests had been particularly 
prominent in the use of these facilities. 

In order to counter this abnormal and wholly undesirable pressure on 
sterling the authorities, even before they proceeded to their second increase 
in Bank rate and in the general level of interest rates in March, 1952, instructed 
London banks to reduce the maximum usance of bills drawn under overseas 
credits from 120 to go days. In addition, severe restrictions were placed on 
pre-finance or “‘ campaign ” credits, and an almost complete embargo decreed 
on refinance credits. (Pre-finance or “‘ campaign ”’ credits are those granted to 
finance commodities up to the point at which they are ready for shipment— 
and therefore before they are able to rank for the usual shipping documents 
of title.) Pre-finance credits have customarily been granted in the cotton and 
timber trades; even after the 1952 restrictions they were allowed to run 
undisturbed when their commercial justification and self-liquidating character 
could be proved, but they received much more critical scrutiny than before. 

These measures, allied to the rise in nterest rates and to the general 
rebirth of confidence in the pound, proved extremely successful in damping 
down foreign speculation against sterling; figures in the last Economic Survey 
suggested that about £100 millions of the improvement in Britain’s balance 
of payments last year may have been due to the expedition of foreign pay- 
ments that they secured. Obviously, however, arbitrary bans of this kind 
are not welcome weapons for a financial centre such as London to use; and 
last month’s announcement of the lifting of these restrictions, other than 
those relating to refinance credits, is therefore to be welcomed. The position, 
in so far as it is dictated by the Exchange Control authorities, now reverts to 
what it was before the 1952 restrictions. In the case of refinance credits each 
operation is to be judged on its own merits; the ban will continue to apply 
only where there is evidence that such facilities are being used for speculative 
purposes. 

One feature of the relaxations is that the maximum usance of bills drawn 
under overseas credits has again been increased to 120 days. This, it should 
be noted, is an exchange control instruction and in no way involves a relaxation 
of the usually severe attitude of the Discount Office of the Bank of England 
towards bills originally drawn for more than go days. If British banks and 
acceptance houses should interpret the Exchange Control relaxations too 
generously in this respect, they would probably soon find themselves reminded 
of the heinousness of their sins by the appropriate office of the Bank of England. 
There has been an easing of the rigidity of these restrictions, but the iron hand 
is still present within the velvet glove. 

In addition to countermanding these 1952 restrictions on bill finance, 
the Bank of England has informed British banks that they may now grant 
cash credits of up to six months to non-residents—for the specific purpose 
of importing goods from the United Kingdom. Although these credits are 
to be restricted to loans of not more than six months’ duration, this step 
should be interpreted in the light of the problem of financing engineering 
exports. A number of large British exporters, especially those in the engi- 
neering industry, have recently been induced to extend credit to their overseas 
customers in such measure that their bank overdrafts have now reached the 
topmost limits justified by their own capital resources. In such cases, as 
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was suggested in the article in the July issue of THE BANKER to which reference 
has already been made, there is a strong argument for allowing the lender in 
London to extend his facilities not to the exporter but to the overseas 
importer. That is what British banks are once again being allowed to do, 
and it is a step in the right direction. It remains to be seen whether it will be 
fol'owed by arrangements to allow foreign importers to raise longer term 
credits by the sale of notes or stock on the London market. 


WHAT COVER FOR EXPORT CREDITs ? 

The opening of bank credits ‘or foreign importers will also be encouraged 
by a new administrative move. The Bank of England has allowed it to 
become known that it will before long considerably reduce the number of 
E2 forms that have to be filled in. At the moment an E2 form has to be 
completed in order to obtain specific permission for each credit for a non- 
resident; in future, where credits to non-residents are concerned with genuine 
commercial, self-l;quidating transactions involving the import or export of 
goods, the commercial banks will be allowed to act on their own initiative 
without making these prosaic applications to the Bank of England. Per- 
mission will still be required in all other cases of credits extended to non- 
residents, but a considerable amount of clerical work is likely to be saved by 
this sensible decision. 

A problem that is likely to arise more frequently as a result of this probable 
increase in London credits to non-residents, is that of insurance cover for 
export credits of this kind. The normal practice of the Export Credits 
Guarantee Department is to give cover to United Kingdom exporters: 
although the identity and nationality of the importers are very relevant 
factors in arranging the policies, the contract is a direct one between the 
E.C.G.D. and the exporter. There should, however, be no inherent obstacle 
in the way of extending the department’s cover to credits granted to the 
importing instead of to the exporting concern. Certainly there will be no 
difficulty in the case of acceptance credits, where bills can be drawn by the 
importer, accepted in London and then discounted with a guarantee of the 
Export Credits Guarantee Department. That procedure has already been 
followed—especially in the case of the large credit guarantees that E.C.G.D. 
extended before the war to Turkey and Soviet Russia; in each of these cases 
bills were drawn by the competent authorities in the two countries concerned 
—the Trade Delegation in the case of Soviet Russia—and then discounted in 
London with the E.C.G.D. guarantee. There might be more difficulty about 
extending the E.C.G.D.’s guarantees to cover cash credits granted by British 
banks to non-residents; the granting of a cash credit is, in effect, the “‘ export 
of a credit facility and it normally lies outside the scope of credit insurance, 
certainly as practised by non-official institutions, to guarantee purely financial 
obligations. But all that is known of the powers of adaptation of the E.C.G.D.'s 
facilities suggests that this particular problem can be solved. 

All these relaxations—on commercial bills, on cash credits, in adminis- 
trative procedure and (prospectively at any rate) in E.C.G.D. practice—can 
be justified as sound commercial operations. If the City finds it economic 
to provide facilities of this kind, if there is no element of subsidization of the 
export credits concerned, if the Government believes that the improvement 
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in Britain’s balance of payments makes it possible to bear some short delay 
in receipts of foreign exchange, then it is clearly sensible to allow the banking 
system to lend where it wishes. But very much graver doubts must be 
raised by any decision to allow the mechanism of E.C.G.D. to underpin 
Britain’s export trade by the direct provision of credit facilities. And this is 
what is being done in the case of the ten-year {10 millions credit to Pakistan 
that was announced last month. 


THE LOAN TO PAKISTAN 


There are, of course, some mitigating factors about this loan. In the first 
place it is being granted not merely—in fact, not primarily—in order to help 
British exporters to sell capital equipment to Pakistan in the face of keen 
competition in credit terms from Japan and other countries; its primary aim 
is to support the new Pakistan Government, which has inherited a desperate 
shortage of sterling from its profligate predecessor. Secondly, the capital goods 
that are to be imported have been carefully selected and are designed to help 
the development of Pakistan agriculture; they will include equipment required 
for the irrigation and dam construction schemes that are now under way in 
Pakistan, the need for which has been so impressively underlined by the 
drought from which that country has recently suffered. The schemes con- 
cerned will also reduce the danger that Pakistan may have to rely on imports of 
American grain, and thus will be in accord with the precepts of “ dollar-saving 
investment in the dominions ”’ laid down at the last Commonwealth Conference. 

The fact remains, however, that the procedure under which the loan is to 
be determined appears to set what could be a very dangerous precedent. 
The E.C.G.D. figures in this loan not merely as guarantor but as the supplier 
of credit. This is being done under the provisions of Section 3 of the Export 
Guarantees Act of 1949 which states that the Board of Trade may, with the 
consent of the Treasury, acquire any securities guaranteed by the Department; 
the resources required for such purchases are made available by the Treasury 
out of the Consolidated Fund. The procedure to be followed is that the list 
of goods involved under the credit, together with the names of the suppliers, 
will be agreed by the two Governments and supplied to E.C.G.D. As and 
when payments are due under the relevant contracts the Pakistan Govern- 
ment will issue promissory notes to E.C.G.D. These will be drawn to mature 
in equal annual instalments over the seven years 1956 to 1963, no repayments 
being due in the first three years of the ten-year credit. The E.C.G.D. will 
pay the counterpart of these promissory notes into a bank account in this 
country from which the appropriate payments will be made to the exporting 
concerns in Britain. It should be noted that it was under this same Section 3 
of the 1949 Act that the pre-war credits to the Turkish and Soviet Russian 
Governments were granted, with E.C.G.D. guarantees. But there is this 
important difference: under those pre-war arrangements the resources were 
provided by the discount houses and other institutions that bought the bills, 
whereas under the present procedure the E.C.G.D. is both guarantor and banker. 

In this one case, in view of the current difficulties of the new Pakistan 
Government—difficulties that have been enhanced by the unfortunate turn 
of events in Kashmir—the arrangements may perhaps be accepted without 
shrill protest from the financial purists. But it will be a major misfortune 
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if this precedent should be allowed to become the thin edge of the wedge 
for the provision of Governmental—and therefore subsidized—credit facilities | 
for the export of capital goods. The countries that demand easy credit } 
facilities are nearly all soft currency countries; and the easier it becomes to | 
export capital goods to them, the longer are British delivery dates likely to | 
become in harder currency markets. It would have been wiser if any special | 
help given to Pakistan at this time had been provided in a way that could | 
not be interpreted—however wrongly—by the special exporting interests 
concerned as a loosening of the lock on a very dangerous door. | 








British Banks in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


UR sketchbook this month shows another country bank—the delightful | 
( ) ceorrian sty premises of the District Bank in Poulton-le-Fylde, Lan. | 

cashire. As with the branch of the National Provincial Bank at Leather. | 
head (discussed in the July issue of THE BANKER) the main point at issue 
must be whether, in the interests of architectural composition, it is more | 
desirable to design a small town bank to fit in with the existing and surrounding | 
architectural tradition, or whether a more contemporary style should be} 
attempted. At Leatherhead, we concluded that the imitation—some might | 
call it the pseudo—Elizabethan form used had the great advantage of moulding | 
harmoniously with other old buildings in the town. 

Here at Poulton, a similar answer to the problem has been attempted by | 
the erection of a very chaste and well-proportioned building in the urbane | 
tradition of Georgian architecture—a tradition that was, and still is, sucha) 
familiar characteristic of the English market town. The chief feature of this | 
building is the unusually well-designed porch with its two columns of the 
Corinthian order and the flanking windows set fairly close to the ground; , 
there is a harmonious counter-balancing mass of brick-work, carrying the 
facade up to a simple brick cornice that is penetrated in the centre by a balus- 
traded feature set between two recessed panels. 

The admirers of this branch’s architecture can also claim that the Georgian | 
style when used nowadays cannot fairly be dismissed as a mere resurrection, | 
as the pseudo-Elizabethan must always be. These elegant styles inherited | 
from the eighteenth century and seen in country inns, gentlemen’s houses | 
and remote churches never really died out even during the breakdown of taste | 
in the Victorian period. Almost until the time when the style was revived at | 
the beginning of this century by Lutyens and his school, the Georgian tradition 
was carried on in repair work and other ways by local craftsmen. Poulton 
itself can boast some mid-nineteenth century examples of this kind of building. | 

In the foreground of the drawing appear the market cross and the remains | 
of the old stocks. Behind these the bank’s building rears up as a model of 
discretion and good sense; without in any way scouting the view that ai 
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District Bank, Poulton-le- Fylde, Lancashire 





attempt at original architectural design is still a worthwhile possibility nowa- 
days, it is obvious that an attempt at modernism here would have run the 
stave risk of shouting at, instead of conversing with, this picturesque 
environment. 
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Tackling the Housing Subsidies 


By a Special Correspondent 


HE pattern of housing conditions in Britain to-day is in a quite extra.| 
ordinary tangle. In proportions of which nobody seems to have detailed’ 
statistics, the British people can be classified into six groups of descending . 
housing fortune. The luckiest are those who have squatter’s rights on rent. 


restricted dwellings owned by unfortunate private landlords; these people ar 
lucky in the sense that they are paying far less than an economic rent, though 
they are sometimes unlucky in the sense that their homes are falling down 
over their heads. The second luckiest are occupants of local authority houses: 
their rents are subsidized at well below economic levels under a variety of 


pre- and post- war Acts—though it should be noted that even within thi! 


group there is a wide differentiation between those who have come off really 
well and those who have caught the dearer end of the deal. The third luckiest 


group are those who boug ht their own houses at low prices before the war, | 
and they are to be sharply differentiated from the fourth group who have} 


bought their own houses at high prices since the war. The fifth group, who} 


are less fortunate still, are those who have not sufficient capital to buy their} 
own houses and who have not drawn a lucky ticket in the lottery for rent-| 


restricted or subsidized tenancies; they are often paying exorbitant rents} 
for a couple of furnished rooms. Finally, in the worst plight of all, are the] 
voung couples who have not enough money to belong to the fourth or fifth| 
groups and have not enough luck to belong to the first, second or third. They} 
are living cheek by jowl, and saucepan by saucepan, with their relatives—| 
often in conditions that, in terms of marriages broken or not entered-into, 
add up to the greatest cause of social misery in our times. 

Quite obviously this pattern cannot please statesmen of any political party. | 
Until these distortions are removed, it will be impossible to secure a really} 
economic distribution of housing resources or a proper degree of labour] 
mobility; until the distortions are removed, too, Britain will presumably 
continue to devote too much of its scarce productive resources to building 
new houses (for there is not necessarily an absolute shortage of houses in! 
Britain to-day), and too little to renovating old ones or to more profitable 
forms of industrial irvestment. 

Two sweeping remedies for this state of affairs might be suggested—in fact,| 
at times have been suggested, though not often by politicians dependent for 
their jobs on the popular vote. The first would be to remove controls alte| 
gether and to raise all local authority rents to an economic level (either by: 
amendment of past as well as present subsidies legislation or by rate adjust-| 
ments). The degree of hardship caused by such a draconian measure might] 
not be as great as is commonly supposed; the removal of distortions woul 
cause more housing accommodation to be offered on the market and rent! 
might well settle down not very far above the present level, while the price) 
of unoccupied houses would certainly fall. But undoubtedly there would be| 
some hardship, and this dash for freedom would offend against the suscepti | 
bilities of those who believe that the State has an obligation to ensure that 
decent housing, like decent education, is brought within every citizen’s reach. 
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The second possible remedy would therefore be to recast the whole pattern 
of housing subsidies—both those given directly by the State and those at 
present snatched at the expense of the private landlord—across all the different 
sroups according to diluted standards of equity and need. It would not be 
impossible to arrive at some formula for a “ housing plan” of this kind. 
For example, permission to private landlords to increase rents by a certain 
percentage and a re-casting of past and present subsidy legislation (or an 
equivalent adjustment of rates and of central Exchequer grants to the local 
authorities) might be accompanied by an increase in Schedule A taxes and a 
re-direction of some of the funds thus saved towards subsidization of building 
society loans (but probably excluding all loans for purchases of second-hand 
houses, and certainly excluding loans to sitting tenants, at any rate on houses 
bought before a certain base date). The difficulty is, however, that any such 
“master plan ’’ for housing would be intricate and wildly unpopular among 
those who are at present in the favoured groups; and it is one of the sad facts 
of political life that those who are hurt by any legislation are more apt to show 
their feelings at the polls than those who benefit from it. 

Probably the best that can be hoped for, therefore, is a halting and 
unscientific advance along the route of this second remedy. It now seems 
probable that the first of the necessary steps—namely, the grant of permission 
to landlords to raise some restricted rents by a certain percentage—will be 
taken in the comparatively near future; the deterioration of property under 
the existing Rent Restrictions Acts certainly makes this urgent and probably 
makes it inevitable. Thereafter the Government should tackle the problem 
of the housing subsidies; apart from the Chancellor's hint last April that the 
time has come to enter a new phase in housing policy, one in which private 
enterprise should play a progressively larger role and thus relieve the 
Exchequer, nothing is known of the Government’s intentions in this matter. 
Indeed, the Ministry of Housing and Local Government recently announced 
that Exchequer contributions for local authority housing will remain at their 
present level for houses completed before June 30, 1954. 

Unfortunately the debate on this problem of the housing subsidies is 
clouded by considerable confusion in the public’s mind. The main object of 
this article is to set down the facts, and to drive home the point that a mere 
reduction or even cessation of subsidies on new houses would have a quite 
negligible effect on the level of central Government expenditure. To achieve 
genuine and early economies on its own accounts, the céntral Government 
would have to secure some agreed amendment of the obligations imposed on 
it under past legislation. And it need hardly be said that any such amend- 
ments would be very difficult to achieve. To understand how the distortions 
caused by the housing subsidies might be eased, therefore, it is necessary to 
look at the present pattern of local authority rents in some detail. 

THE PRESENT SYSTEM OF SUBSIDIES ; 

Although the distinction is perhaps a fine one, the present housing subsidy 
—in contrast to some earlier experiments—is a subsidy on rents and not on 
building costs, and it is payable only in respect of houses built for public 
authorities. No subsidy or grant is payable for houses built by private 
enterprise, whether for owner-occupation or otherwise. The general standard 
subsidy on a council house is £35 12s. od. a year for 60 years, three-quarters 
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of which is payable by the Exchequer and one-quarter by local authorities: 
the capitalized value of the total payment at current interest rates is £764 | 
per house. Upon the basis of the figures used in fixing the subsidy, rent 


would have to be increased by a Gaxtines 13s. 8d. per week if the subsidy were | 
wholly withdrawn. But this does not represent the full extent to which} 
rents are at present subsidized, for—as is well known—many local authoritie 


have drawn on their general rate fund or used other funds in their possession 
to supplement the rent subsidy. The result is that rents of council houses 
far from being uniform, as is commonly supposed, vary to a remarkable 
degree even in adjacent areas. Thus the problem of simplification has become 
correspondingly more difficult. 

Considerable confusion exists about the size of the total bill for housing 
subsidies; figures ranging from £35 millions to £80 millions have been quoted, 
but both these extremes are W rong. According to the Civil Estimates the 
central Government's grants for permanent houses in 1952-53 amounted to 
{28,472,000 in England, £1,585,100 for Wales and 46,545,910 for Scotland— 
a total of £36,603,o10. More than a third of this expenditure (£14,577,760 
to be precise) was paid under pre-war housing legislation. In 1953-54 pay- 


ments under pre-war legislation will continue to fall slightly, but grants! 
made under current legislation are expected to rise by nearly £6 millions 
with the result that total central Government expenditure under this heading | 
will be up from £36,603,010 to £42,557,900. To these figures must be added! 
an amount to cover the proportion paid by local authorities under the variou;| 
Acts, and so for 1952-53 the cost of direct subsidies on permanent houses! 
would appear to have been between $45 and £50 millions. No reliable figures} 


are available for the amounts added to this pool of subsidies by drafts on 
the general rate funds and so forth, but—at a guess—at least £10 millions 3 


vear must be involved. Thus, ignoring grants for temporary houses and those, 


for emergency rehousing, the cost of both direct and indirect subsidies for 
1952-53 can be put at between £55 and £60 millions. 


As already mentioned, the Gove subsidy on a new house amounts to! 
13s. 8d. off the weekly rent. The basis for this calculation 1s set out in the| 


third report of the Girdwood Committee. Taking the total cost of the average 


council house of 1,050 sq. ft. completed in October, 1951, as £1,690 ant, 


assuming the cost of repairs, management, etc., to be £12 per annum, the 


economic net weekly rent works out at 34s. 8d. on the basis of an interest’ 


rate of 41 per cent. for 60 years. After deduction of the subsidy, the net 


weekly rent is therefore 21s. od. On top of this, of course, tenants have to, 


pay rates which, owing to variations between areas, ranged from 3s. od. to 
8s. 6d. per house per week in 1951. It follows, therefore, that in those areas 


where local authorities were not drawing on rate funds to supplement the| 


subsidies, tenants are having to pay between 24s. od. and 29s. 6d. in rents ané 


rates combined on houses completed in 1951.* This is considerably more that| 





* The figure for a house completed to-day is, of course, larger still. The rise in building cost | 
—which accounted for an increase of 4s. per week in the economic rent of a local authority “hous | 
between 1947 and 1951—has continued, though probably at a slackening pace. The subsidy 


was raised from £22 per annum to £35 I2s. od. per annum for houses completed after February, 
1952, but this was solely to counter the increase in P.W.L.B. interest rates that followed the 
increase in Bank rate. There has been no increase in the subsidy since the war to offset the 
rise in building costs. 
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tenants of these new houses think they ought to pay and complaints have been 
loud and long. These complaints arise from comparison with the much lower 
rents being paid for houses built at the much lower pre-war level of building 
costs. In most areas pre-war or early post-war council houses are now much 
more eagerly sought after than new dwellings, despite the greatly improved 
amenities of the latter. : 

The local authorities have responded to this situation in three ways. In 
the first place, they have wisely started to push up the rents of pre-war houses. 
According to a sample survey carried out by P.E.P. in 1949, only 12 per 
cent. of authorities who submitted returns had not increased pre-war rents; 
and it seems likely that by now most of these will have come into line with 
the other 88 per cent. While the average gross rent of a council house in 
1939 was IIs. Od. per week, the average for the same house (i.e. of pre-war 
construction) in 1949 was 15s. od. To-day no doubt it would be even higher, 
but it is clearly still well below the average rent charged for post-war 
houses. 

Secondly, most local authorities have drawn on their rate funds in order 
to provide an additional subsidy for new houses; in 1949, 72 per cent. of the 
authorities included in the P.E.P. survey were charging less than the rent 
required to meet expenses, even after deducting the standard subsidy. 
Thirdly, faced with complaints that rents on new houses are “ unfair ’’ com- 
pared with rents on old ones, an increasing number of authorities are adopting 
rebate schemes that involve an assessment of income for rent purposes. 
Under these schemes the subsidy does not automatically go with the house 
(whether new or old), but is dependent upon the circumstances of each tenant. 


LEGACY OF THE INTER-WAR YEARS 

This thumbnail sketch of the present system of housing subsidies should 
have driven home one clear lesson: namely, that the distortion of the housing 
pattern in the local authorities’ sector to-day does not arise principally from 
the existing system of subsidies. It arises instead from the obligations that 
have been inherited from pre-war subsidies legislation and from the fact that 
rents charged for pre-war houses are related to original, not replacement, costs. 
In order to appreciate the extent of this distortion, a brief résumé must now 
be made of the wild fluctuations in subsidy policy between the wars—and of 
the shadow that they have thrown before them. 

The story of housing subsidies begins with the “ Addison Act ”’ of Ig1g. 
The passing of this Act was preceded by a lively discussion of alternative 
schemes. In particular—and this has relevance to recent discussion about 
the loans of the Public Works Loan Board—a proposal was canvassed that 
the State should lend money at a lower rate of interest than that at which the 
Government itself could borrow; this indirect type of subsidy had been adopted 
by some continental countries. This proposal was rejected by Parliament— 
a fate that also befell the still more inappropriate proposal that newly-built 
houses should be partly or wholly freed from the payment of local rates. 
Attention was therefore rightly concentrated on direct forms of subsidy. 
After some debate, the subsidies on council houses were made—and since 
then always have been made—on an annual basis; this decision has resulted 
in the inheritance of burdens on the Exchequer down to this day, but the 
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decision was certainly the right one 


from the taxpayer's point of view. 


The first Housing Act of 1919 introduced the principle of a state subsidy | 


capital subsidies for privately-built | 
houses were paid for a time but the results were singularly unsatisfactory | 


for local authority houses; this took the form of an undertaking by the | 


Government that all losses in excess of a penny rate incurred by local 
authorities would be borne by the Treasury provided that the schemes and 
the rents of the dwellings had been approved by the Ministry of Health, 
Another Act of the same year provided for payment of a lump sum to anyone 
who built a house conforming to certain specifications. The first of these types 


of subsidy gave no incentive at all to economies in building, and the second! 


also proved very expensive; steps were therefore taken to discontinue them 
towards the end of 1921, although it was not until 1923 that the last of such 
subsidized houses was completed. In all, 213,521 were built under these 
‘Addison "’ arrangements—170,090 by local authorities, 4,545 by public utility 
societies and 39,186 by private enterprise under the lump sum subsidy. 

A new phase in the history of housing subsidies came with the Housing 


Act of 1923. Under this Act a new subsidy of a maximum of £6 a house a | 
year for twenty years on each house completed by October I, 1925, was | 
introduced. This scheme differed fundamentally from the original experi. | 


ment in subsidizing housing. In the first place, it was temporary in concep- 


tion. Secondly, it was based on a fixed annual contribution from the Treasury | 
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—a form of payment that was to be consistently followed in all subsequent 
schemes although the conditions under which it was payable and the period 
for which it lasted were to be varied. Thirdly, the cost per house to the 
Treasury was strictly limited and there was thus not the same need for cen- 
tralized supervision of rents. It was, however, on the rock of rents that the 
1923 scheme foundered; local authorities, in that period of high interest rates, 
were unable to let houses at rents within the reach of the normal working- 
class family if their losses were to be kept within the limits of the State subsidy. 
Houses built under the plan were therefore confined mainly to private dwellings 
built for sale; the greatest benefits went to middle-class purchasers. The 
Labour Government that came into office in 1924 not unnaturally lost no time 
inamending it. The amendment was achieved through the so-called Wheatley 
scheme. This did not replace the 1923 “‘ Chamberlain ”’ subsidy, but intro- 
duced a new and larger subsidy for houses satisfying certain conditions of a 
more stringent nature; these conditions included a limitation to houses built 
for letting to tenants who intended to reside in them, and some complicated 
provisions about rents. 

The next development, again following a change of Government, took 
place in 1927 when the Chamberlain subsidy was reduced from £6 per house 
per annum to {4 per house per annum for twenty years and the Wheatley 
subsidy from {9 to £7 Ios. od. for forty years ({11 in rural areas). Then, in 
1928, further economies were effected: the Chamberlain subsidy was abolished 
except for houses completed by local authorities by September 30, 1929, and 
the Wheatley subsidy was to be reduced still further. Before this could be 
accomplished, however, another change of Government—and the depression of 
the 1930s—brought other views to the fore. 


EXPERIENCE OF THE 1930S 

There were three main influences behind housing policy in the 1930s: the 
Government's desire for economies, a switch of emphasis away from the 
building of new subsidized houses to slum clearance schemes, and, above all, 
a sharp fall in building costs as a result of the depression and of the intro- 
duction of cheap money. The search for economies was widespread. In 1930, 
subsidies were withdrawn from local authorities for all dwellings except 
“Class C” houses for renting to the poorest classes; in 1933 these subsidies 
were removed also. But a new type of slum clearance subsidy continued— 
based on the number of persons rehoused instead of on a fixed sum per house. 

These economies, however, were overlaid by the fall in building costs 
and in interest rates. In spite, therefore, of the fall in purchasing power and 
the withdrawal of the subsidies, the numbers of houses built increased—with 
those built by private enterprise increasing especially heavily. Meanwhile, 
local authorities were urged to adopt a policy of differential rents and to 
regard the houses built at the new low level of costs as calling for a lower 
rent assessment than those built earlier. Moreover, the Committee on Local 
Expenditure that reported in 1932 decided that it was a waste of public 
money to let families who could afford to pay economic rents occupy houses 
with subsidized rents; the subsidy ought to be concentrated on those who 
teally were in need. 

Such, in brief, is the history of housing subsidies. The first lesson to be 
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drawn from it is surely that there can be no complete solution of the problem 
by merely trying to repeat now what was done in 1930—when subsidies were 
almost entirely removed and private enterprise building, under the spur of 
lower costs and interest rates, forged ahead. If the precedent of 1930 were 
followed—if, for example, the Government announced that no subsidy would 
be paid in respect of any house completed after December 31, 1954, the saving 





to the Exchequer would be negligible. By far the greater part of the annual 
subsidy bill consists of contractual payments on houses that have been built 
already. At the moment, the central Government’s subsidy bill of over 
{40 millions annually is increasing at the rate of over £3 millions every year. 
The only immediate effect of removing the subsidy, or rather of giving notice 
of intention to do so, would be to check this automatic rise; only later, as 
subsidies on older houses slowly lapsed, would the annual bill slowly grow 
less. And, meanwhile, the distortion of housing patterns would remain. 


IMPLICATIONS FOR POLICY NOW 


The only solutions would therefore seem to be either for the Exchequer to 
try to wriggle out of the contractual obligations for the future that have been 
imposed on it under the existing or under past Acts—which would be both 
invidious and difficult: or else, and this seems much the better solution, to 
lay the whole problem of charging either “ fairer’ or ‘‘ more economic” 


rents on to the local authorities. The Exchequer must surely have plenty of | 


purse-strings on which it can delicately pull to see that the local authorities 
move in this direction. 
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The Institute of Municipal Treasurers and Accountants has recently under- | 
taken extensive researches into ways in which the rents of council houses 


could be related more closely to the needs (and the means) of the tenants— 


instead of merely being related to the particular system of subsidies on the | 


particular level of building costs in operation when their houses were built. 
Five different systems of adjustment have, in fact, been suggested: pure 


rebate schemes (for the very needy), surcharge schemes (for those not in such | 
need, although the surcharge may not withhold the whole of the rent subsidy), | 
schemes combining both rebates and surcharges, complete rent differentiation | 


schemes, and estate differentiation. Ideally, of course, schemes such as these 


should be used to bring rents nearer to their economic level (as based on | 
replacement, not original, costs). In practice, however, any adjustments to | 


the present system of basing rents largely on the lottery of original cost (as | 


watered down by whatever is the relevant subsidy) tend to be steps in the 
right direction—provided they do not lead to any increase (and that in most 
cases they lead to actual decrease) in the total level of subsidies from the 
rate funds or elsewhere. 

The central Government should combine an amendment of the Rent 
Restrictions Acts (in the field of private housing) with intelligent deployment 
of whatever weapons it can use to ensure that local authorities move in this 
direction in their own rent policies. Perhaps the grant of any further sub- 
sidies for new houses might be made dependent on a steady re-alignment of 
rents—especially rents on pre-1939 council houses—in this way. This would 
not be an ideal “ plan for housing’. But it would be a great deal better 
than the muddle that now exists. 
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Initial Allowances Reconsidered 


Long-run Cost to the Exchequer 
By C. A. R. Crosland, M.P. 


HE restoration of initial allowances (at the rate of 20 per cent.) in this 
T year’ Finance Bill raises once again a subject on which the public mind 
is much confused. The object of this article is not to discuss the merits 
or demerits of these allowances as a stimulus to higher capital investment, 
but simply to analyse the precise nature of the financial assistance they afford. 

The allowances are conventionally described, in the words of the Millard 
Tucker Report (para. 117),* as “‘a temporary interest-free loan; the ‘ loan’ 
is gradually reduced because the annual allowances for subsequent years are 
lower than they would have been in the absence of initial allowances’’. If 
we take a machine costing £1,000, written off for tax at a rate of 20 per cent. 
per annum on a reducing balance basis, and with a residual value of £100, 
a 20 per cent. initial allowance represents an interest-free loan from the 
Treasury of the tax lability on {200. This initial allowance, plus the first 
annual allowance, reduces the written-down value of the machine at the 
end of the first year to a figure lower by {£200 than it would otherwise have 
been. But as a result the annual allowances of 20 per cent. in subsequent 
years are also correspondingly reduced. Thus is repayment of the loan 
effected, at a diminishing rate until the 11th year, when a last large repay- 
ment, in the form of a balancing charge, is required to raise the written-down 
value to the assumed residual value of f100. This is shown in the accom- 
panying table. 

It would appear to follow from this account that, useful as these allowances 
might be in alleviating the cash position of industry, they confer no permanent 
benefit (except for a certain saving of interest-charges). The loan must be 
repaid, the tax liability is only deferred, and there is no lasting addition to 
industry's capital resources. As a corollary, the cost to the Exchequer, 
heavy at first, is fully recouped in later years, and over a long period is zero. 

That this has been the common view can hardly be doubted in the light 
of the Parliamentary debates on the subject. In 1949, when the allowances 
on plant and machinery were doubled (raising them to 40 per cent.), the then 
Financial Secretary to the Treasury said: “It is not a gift to industrialists. 
Over the years it will not put a single additional penny into their pockets. 
It is merely a bigger allowance in the first year . . . and smaller allowances 
in the years that follow’’. Mr. R. A. Butler, speaking for the Opposition, 
did not demur: “ This is no gift to industry; it is simply an advance of money 
which is taken back at a later date’”’. The Economist statedt that ‘‘ over the 
long run. . . this makes no difference. ... The Exchequer will recoup in later 
vears part, if not all, of the cost of the doubled initial allowances ”’. 

This was still the view in 1951, when the allowances were suspended for 
the .period of rearmament. ‘‘ An initial allowance costs the Treasury 





* Report of the Committee on the Taxation on Trading Profits (Cmd. &1§o). 
t April 18, 1953. 
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nothing.... It is only an interest-free loan.... Over a period of a decade 
it does not cost the Treasury one iota.’ This account of the matter, from a 
well-informed business M.P., met with no dissent. 

During this year’s Finance Bill debates, I ventured to suggest that this 
description was misleading, but found no support from others who spoke on 
the subject. Again the view was expressed that “initial allowances are 
nothing more than a tax-free short-term loan. Industry is not gaining any- 
thing in the long run’. The Econom:st repeated this description in almost 
identical terms,* though in a later comment it came nearer the truth. 

The purpose of this article is to insist that, on the contrary, industry 
does gain in the long run, and gains very large amounts. I am not thinking 
here of the gain from the fact that the loan is free of interest charges, nor of 
the fortuitous gain that might follow from a reduction in rates of taxation in 
the interval between the granting of an initial allowance and its final repay- 
ment, nor of the obvious but special case in which the loan is not repaid 
because the firm makes no taxable profits during the years in which repay- 
ment is due. I have in mind that a large part of the loan is never repaid even 
though taxable profits are in fact made; the gain to industry is a lasting one, 
and the net loss to the Exchequer very large. 


“ PERMANENT” LOAN TO INDUSTRY 
This will be true on the following assumptions: (1) that initial allowances 
are not withdrawn at a-later date, (2) that gross fixed investment does not 
fall below its present level, and (3) that the distribution of investment between 
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different types of assets remains broadly the same as now. On these assump- | 


b 


tions, and taking industry as a whole, much of the “ loan’ 


is never repaid, | 


though after a certain point the amount permanently outstanding ceases to | 


increase. 


The resistance to this view comes from considering always the case of a | 
single machine, where it is clear that the loan is repaid in the later years of | 
its life. A firm, therefore, that possesses only one machine, or a block ot | 
plant and machinery all amortized at the same rate, gains nothing in the | 


long run. The conventional view is thus correct where capital expenditure 1s 


confined merely to the replacement of a single machine, or to the simultaneous | 


replacement of a group of machines, since in this case the first initial allowance | 


is always repaid before a second one is drawn. 


But this is clearly a rare case. Normally, capital expenditure, either on | 


replacement or new plant, is incurred more or less continuously, and where 
this is so new initial allowances will be drawn before the first ones are repaid, 
and some part of the loan will always be outstanding. 

This will occur even where expenditure is solely for the replacement of 
existing plant, and no expansion of the business is occurring, provided only 
that the replacements are staggered over different years. Suppose a firm 
has two machines of the kind assumed in the accompanying table: machine 4 
is replaced this year, machine B five years later. Machine A attracts the 








* April 9, 1949. Two later articles (June 25 and July 2, 1949) do, it is true, set out the funda- 
mental facts correctly. Yet they still err (a) in asserting that initial allowances only alleviate 
the purely financial difficulties of industry, while doing nothing to prevent the alleged “ erosion 
of capital ’’, (b) in failing to distinguish clearly between the circumstances in which the reliefs 
or is not permanent, and (c) in speaking passim as though the relief were normally very temporary 
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additional £200 allowance in Year I. But this is never fully repaid, since in 

Year 6, W hen a further {200 initial allowance is attracted by machine Bb, £85 
of it is still outstanding, “making a total additional allowance of £285. Long 
before this is reduced to zero, a further £200 initial allowance accrues in 
Year 12, when machine A is again replaced; and so on ad infinitum. 

Thus the money “ lent ’ by the Treasury is never fully repaid, since before 
the repayment on machine A is complete a further sum has already been lent 
in respect of machine 6; and so on. There is a minimum amount of the 
loan* that is always outstanding, and this minimum represents a permanent 
loss of taxation to the Exchequer. 


ALLOWANCES FOR TAXATION ON PLANT COSTING {1,000 
(REDUCING BALANCE BASIS) 








WitTHOUT INITIAL ALLOWANCE | WitH INITIAL ALLOWANCE 
Written down | Written down 
value at Annual | value at Annual Gain or loss 
beginning of Allowance | beginning of Allowance — in Allowances 
vear (20°, ) | year due to I.A. 
Year I td 1000 200 1000 400 + 200 
2 Soo 100 600 20 — 40 
3 640 125 | 450 90 — 32 
4 512 102 | 334 77 ~ 25 
5 410 50 307 62 ~ a 
8) 330 OH 245 49 a 17 
7 204 53 199 40 I3 
s 2II 2 | 150 31 — TI 
9 - 169 34 125 25 - 9g 
10 - 135 27 100 20 - 7 
iI i 10S S* | So — 20T — 28 
ee 100 _ | _ _ _ 
QOoO QO0Oo 


* Balance to reduce to residual value of £100. 
+ Balancing charge to increase to residual value of £100. 


The gain is the greater, naturally, the more continuous the process of 
replacement. Let us take the case of a firm that replaces one machine each 
vear with a cost and life as in the previous illustrations. (To shorten the 
text, the net additional allowance is referred to as the “ loan’’, whereas 
in fact, of course, it is the tax liability on this sum; similarly for ‘‘ repay- 
ments ’.) From 1953 onwards, each replacement attracts an additional 
allowance of £200, but the “‘ repayments’ mount only very slowly. As the 
last column of the table shows, in Year 1 they will be zero, in Year 2 £40 
(on machine 4), in Year 3 £32 (on A) plus £40 (on B), in Year 4 £25 (on A) 
plus £32 (on B) plus £40 (on C); and so on. But it requires ten repayments 
to make up each loan of £200, so that not until the 11th year, when repayments 
are being made on ten machines, will the total annual repayments equal the 
annual loan on the machine that is replaced each year. Thereafter new 
loans and repayments exactly balance, and no further gains accrue. But the 
gain made in the first ten years, amounting to the tax ‘liability on the cumu- 
lative excess of initial allowances over repayments during that period, is 





* Equal in this particular case, as can easily be worked out from the table, to the tax liability 
on £68, this minimum being reached in the rrth year, and at regular intervals thereafter. 
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never lost. The Exchequer is permanently the poorer to that extent, and 
the company better off. 

The explanation is perfectly simple. From the moment when initial 
allowances are introduced, there is a gain on each new machine so long as it 
replaces one bought before they were introduced, since each such new machine 
attracts the 20 per cent. initial allowance without any corresponding diminu- 
tion in the allowances permitted on the old machine, which remain the same 
as they were before. For (part of) the gain to be made permanent, all that 
is required is that a 2nd (3rd, 4th, etc.) machine should be installed, attracting 
a fresh initial allowance, before the repayment on the first post-1953 machine 
is complete. 

The amount of the “ loan” permanently outstanding ceases to increase 
when the longest-lived machine bought in the first year of initial allowances 
comes to be replaced, since from that moment onwards the additional allow- 
ance on each new machine is offset by the reduction in allowances on the 
machine that it replaces; all new machines, in other words, will then be re- 
placing machines that have themselves attracted initial allowances, and on 
which therefore a ‘‘ repayment ”’ falls to be made, instead of machines bought 
before the new policy, on which no similar repayment is made. 


EFFECTS OF PLANT EXPANSION 

So far we have considered only the case where capital expenditure is solely 
for replacement, and no expansion is taking place. It is here that the claim 
that the loan is never wholly repaid seems most surprising. But where a firm 
is not merely maintaining its capital assets intact, but is adding to them, 
the case is much more obvious. 

During a process of expansion, each additional piece of equipment pur- 
chased attracts the extra 20 per cent. allowance, and this is not balanced by 
any equivalent reduction of allowances on any other machine. In almost 
(though not quite) all circumstances, a period of growth will leave behind it 
some large fraction of the total “‘ loan ’ outstanding. This may be illustrated 
by two examples analogous to those given above. 

Suppose a firm in process of expansion, or a new firm, buys an additional 
machine (of the same cost and life as above) in Year 1, and a second additional 
machine in Year 6. Before the initial allowance on machine A is fully repaid, 
a further initial allowance is attracted on machine B. Similarly, before the 
initial allowance on machine B is fully repaid, a new initial allowance is allowed 
for replacement of machine A. Thus part of one initial allowance is always 
outstanding ({68 in this instance), and the firm’s tax lability is diminished 
to this extent during the period of expansion, with no corresponding increase 
of liability in later years. (This gain is, of course, in addition to the quite 
distinct “‘ replacement ” gain already discussed.) 

Naturally, the more continuous the expansion, the greater the gain. 
Suppose a firm to buy an additional machine (of the same type) every year for 
II years (while still replacing its existing assets as they wear out). Each 
vear there is a gain of one 20 per cent. initial allowance (£200). But the 
repayments, as in the equivalent illustration above, mount only slowly. In 
Year 1 there is a full gain of £200, in Year 2 a net gain of {200 minus £40, in 
Year 3 of £200 minus (£32 plus £40), and so on. Not until Year 11, when 
repayments are being made on 10 of the new machines, do they add up to 


meme At 


— 


~~ , 

















INITLAL ALLOWANCES RECONSIDERED | 157 





—— 


an annual total of £200, and so fully balance the year’s initial allowance. 
Thereafter, if the expansion ceases, no further gain accrues, since in each 
year the initial allowance on the machine then falling to be replaced is exactly 
balanced by repayments on the other 10 additional machines. But the gain 
in the earlier years is never lost. 

Clearly some lasting gain is always likely to be made during a process of 
growth, since new initial allowances are attracted without equivalent repay- 
ments. Equally clearly the gain must cease as soon as the expansion ceases, 
and all capital expenditure is for replacement, since over a period new initial 
allowances are then exactly balanced by repayments at a later date. But 
what will determine the extent of the permanent gain ? 

It will be measured by the total of allowances outstanding in the year 
when the last additional machine has attracted its initial allowance (x) minus 
the largest cumulative net rundown of loans thereafter (vy). It is thus a 
function, first, of the total number of additional machines, being the greater 
the greater that number is; and secondly, once the expansion has ceased, of 
the balance in particular years between repayments and new initial allowances, 
which in turn depends on the extent to which the previous expansion was 
bunched or staggered. 

This latter factor is of great importance. The more the purchase of the 
new machines was bunched in a small number of years, the greater the amount 
of repayment on them that will have been made before the first replacement 
attracts a new initial allowance; the greater the value of y, and the less the 
long-run gain. Conversely, if the installation of the additional machines 
was staggered at regular intervals over several years, then the process of 
repayment is continually cut short as new initial allowances are regularly 
attracted; y is then less, and the permanent gain greater. This follows from 
the obvious fact that the gain is permanent only to the extent that repayments 
are offset by further initial allowances before they are completed; if, for example, 
out of 10 new machines bought during a period of expansion, eight were bought 
In a Single year, the lasting gain would be very slight, since eight repayments 
would be fully completed before the corresponding eight new initial allowances 
were attracted when the machines wore out; the only result would be very 
large swings in consecutive years between repayments and new allowances. 

The matter may easily be illustrated by taking the two limiting cases. 
If the whole expansion takes place in a single year, with no further expansion 
thereafter, the permanent gain is zero, since the loans are all fully repaid in 
later years before any fresh ones are granted on the replacements.* Where, 
on the other hand, as in the second example above, the new investment is 
spread with complete regularity over the years, the gain is maximized, since 
annual repayments, before they get fully into their stride, are continually 
offset by fresh initial allowances. It follows that the permanent gain to the 
firm may be less, even though the amount of new investment is greater. 
Suppose a firm to buy four machines (with the same life) all in a single year, 
its permanent gain is zero, and the loan is fully repaid (though it is, of course, 





_ * This is strictly only true if all the machines have the same life. If three machines are bought 
in the same year, all with different lives, so that their replacement is staggered, then some part 
oi the loan is never repaid. When the loan on A is fully repaid, part of the loans on B and C are 
still outstanding; when B is worn out, some of the loans are still outstanding on C and 4's 
teplacement; and so on. 
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again renew ed after the machines are worn out). Yet if, as in the first example 
above, a firm buys only two machines, it will make a lasting gain provided 
onlv that the purchases are made in different years. 

Two conclusions therefore emerge. First, for any given distribution over 
time of new investment, the permanent gain is greater the higher the value 
of the new investment (because x is greater). But, secondly, for any given 
value of new investment, the permanent gain is greater the more regularly 
the investment is staggered over different years (because y is less). 

It has been shown that there are two separate reasons why the introduction 
of initial allowances may, even in the long run, diminish a firm’s tax liability 
—the first relating to capital outlays on making good depreciation, the second 
tonet investment, but both fundamentally due to the fact that newly-purchased 
machines may attract initial allowances that are not offset by corresponding 
repayments on other machines. This fact, generalized over the economy, ex- 
plains why the tax lability of industry as a whole (though not ne cessarily 
of every individual firm) will be lower than it otherwise would, and why there 
must be a cumulative net cost to the Treasury even in the longest run. 


CUMULATIVE Cost TO TREASURY 


The estimated figure for this net cost was given in this year’s Finance Bill 
debate, in answer to my request. The Financial Secretary then stated that 
on the assumptions that the rate of investment in plant and machinery 
remained constant, that its pattern as between different kinds of plant remained 
constant, and that rates of tax were unchanged) “ the cumulative cost” of 
the 20 per cent. initial allowance on plant and machinery “rises after ten 
vears to £435 millions and then continues to rise to a figure of about £675 
millions, at which point it begins to become steady ’. In other words, the 
annual cost, which in the first full year is £76 millions, gradually diminishes 
until it is zero, by which time the comalakive cost is {675 millions. But the 
annual cost never falls below zero, i.e. the Treasury never begins to recoup its 
cumulative loss. 

This was the first time that official calculations of the long-run cost had 
even been made public, and they came as a shock to those who had imagined 
that the whole process must in the long-run be self-balancing. But the explana- 
tion of the heavy cost in earlier years, diminishing through time to zero but 
never balanced by later net receipts, is clear from the foregoing argument. 

In the case of that part of capital expenditure that is me rely to replace 
existing assets, the cost to the Treasury is heavy in earlier years because all 
the new assets attract initial allowances, with no corresponding repayment 
on those they replace. It diminishes gradually as repayments begin on the 
new machines, and as the number of pre-1953 machines (on which no repay- 
ments are made) declines. It ceases altogether when the longest-lived machine 
bought after 1953 wears out, since thereafter each new initial allowance is 
balanced by repayment on the machine that went before. But the cost is 
never fully recouped by the Treasury since, investment being a continuous 
process, repayments on the first post-1953 machines are always cut short by 
additional initial allowances, and so on in a rhythmic pattern. 

‘In the case of new investment, it is clear enough why there should be a 
heavy net cost to the Treasury in the early years, but not so clear w hy this 
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should gradually fall away to zero, as the official calculation assumes. The 
explanation lies in one of the assumptions on which the calculation is based, 
namely, that the rate of (gross) investment remains constant. With a constant 


level of gross investment, but substantial ef investment (as now), the steady | 


growth in the volume of capital assets requires that an increasing proportion 
of the constant gross investment is set aside to make good depreciation, leaving 
less and less available for net investment. Eventually the volume of physical 
capital grows to the point where the whole of the (constant) annual capital 
outlay is required for the purpose of replacement, and net investment will be 
zero. (This will happen when the longest-lived asset installed in the first year 
that gross investment became constant has worn out.) 

Thus the Treasury assumption of constant capital expenditure implies 
that the growth of capital assets will some day cease, and that all new machinery 
bought will then be for replacement. But when this happens, as was shown 
above, the cumulative gain to industry from initial allowances also ceases, 
since thereafter repayments exactly balance new initial allowances. At this 
point the annual net cost to the Exchequer therefore becomes zero. There 
are thus two separate reasons why the cumulative cost eventually flattens out 
—that all the plant installed before initial allowances were introduced has 
been replaced, and that net investment is assumed to cease.* 

If, however, net investment should then begin again, or if at any time 
gross investment should exceed its present level, the cumulative cost would be 
greater than £675 millions, and would be spread over an even longer span of 
years than is now assumed. Since this latter contingency is almost certain to 
occur, the Treasury calculation may be considered an understatement. 

The obverse to a cumulative loss to the Exchequer of £435 millions over 
ten years, and #675 millions over a still longer period (perhaps 60 years), 1s 











that industry pays this much less in taxation. Few people seem to have | 


realized what a large long-term diminution in industry's tax bill, and corre- 
sponding addition to its capital resources, these allowances thus represent 
—and these figures would be doubled were the allowances restored to their 
previous level of 40 per cent. In the face of these facts, one ought no longer to 
dismiss them, a trifle contemptuously, as a temporary loan, useful no doubt 
from the short-run cash point of view, but of no help to the long-term problem 
of a shortage of capital. 

Whether they are now described as a revolving loan, continuously renewed, 
or aS a remission in taxation, is merely a matter of semantics. Some may 
think that they still approximate more closely to the normal description of a 
loan, others that they are exactly equivalent to a reduction in taxation. The 
nomenclature matters not at all, provided that their essential nature is under- 
stood. And the basic fact is that they represent a large reduction in the 
‘ burden ”’ of taxation that industry bears, and so a large addition to industry's 
free resources. Whatever they are called, therefore, they cannot be shrugged 
off as of temporary assistance only, but must be considered as a serious alter- 
native to the other two popular methods of relieving the financial “‘ burden ” 
on industry—the revalorization of assets, and lower profits taxation. 





* This point is particularly misunderstood. The Economist (April 18, 1953) states that the 
loan becomes repayable if the rate of wet investment slackens. This is not so—all that happens 


~—— 


is that the rise in the amount permanently outstanding tapers off. Net repayment to the | 


exchequer would occur only if the rate of gross investment slackened. 
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India’s Essay in Disinflation 


By a Special Correspondent 


recently opened branch offices in the City—is a practical demonstration 

of the importance of the sterling area to Indian trade, and it perhaps 
can also be reckoned a tribute to the resurgence of sterling and London’s role 
as a world financial centre. Hitherto the Indian banks have not ventured 
far afield. 

The recently published annual report of the Reserve Bank of India—which, 
as usual, gives a valuable survey of financial and banking trends in India during 
the year—shows that whilst 37 Indian banks were operating 96 branches in 
Pakistan in 1952, representation in other parts of Asia is extraordinarily 
slight, and development has been almost stationary for the last two or three 
vears. The Pakistan branches are, of course, the natural legacy of partition 
rather than the consequence of any deliberate venturing outside the boun- 
daries of India—and they are, indeed, 26 fewer than they were two years ago. 
In Burma there are eight branches, only one more than in 1950; in Ceylon, 
three Indian banks have a branch apiece; and one operates a branch office in 
Hong Kong. Another has two offices in Japan, four banks operate twelve 
branches in Malaya (three more than in 1950) and one more has a single branch 
in Thailand—making a total of 27 offices outside the Peninsula, apart from the 
London offices. For a country whose traders are to be found in substantial 
numbers all over Asia, Oceania and the African littoral, the extent of Indian 
overseas banking 1s remarkably small. At the end of 1952, the aggregate 
deposits of branches of Indian banking companies outside India were only 
Rs. 64 crores. 

The fact is, of course, that India has not yet developed her internal banking 
to the point at which it meets basic requirements. Large tracts of country 
are still without adequate banking facilities, so that India has still a long way 
to go before she has banking services to export. In recent years, indeed, 
official policy has necessarily been directed towards improving the quality 
rather than the quantity of branch banking. 

This fact is clearly brought out in the Reserve Bank report, which records 
that in the six years to end-1952 no less than 660 offices of non-scheduled 
banks—banks that fail to qualify for membership of the Reserve Bank Schedule 
by reason of inadequate capital resources or other requirements—were closed 
down, reducing the total to 1,369 offices. Since 1946 Indian banking legislation 
has quite deliberately sought to discourage indiscriminate branch expansion, 
particularly by the weaker institutions. Rising operating costs and higher 
wages for employees have done the rest. 

In the round, this policy has been beneficial to the general health of Indian 
banking. But it should be noted that it seems also to have had the effect of 
discouraging some sound and progressive banks from extending their activities 
into marginal areas. In the same six-year period, the number of offices of 
scheduled banks in India declined by 165 to 2,692, but this declining trend 
was reversed in 1952. In areas hitherto without banking services, losses are 


T ee entry of Indian joint stock banks into London—three of them have 
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likely to be incurred for a period of years, because of the rigid staft employment 





conditions laid down by the industrial tribunals. Banks that have had. 


experience of the problems of redundancy and retrenchment in existing | 
branches are understandably chary of creating more difficulties for themselves | 


by opening new offices that, if they are to pay their way at all, will do so only | 
after an unpredictable interval. The effects of ‘ closed shop "’ practices are | 
to be seen in Indian banking as clearly as anywhere else. Meanwhile, the | 


Government of India and the Reserve Bank plead in vain for more and better 
banking services. 

In India, as in other countries, 1952 will be remembered as a year 1n which 
the authorities sought to impart into the economy some much-needed monetary 
discipline. The story really begins in November, 1951, when, shortly after the 
increase in the Bank of England rate, the Reserve Bank raised its rate from 
3 to 33 per cent., and simultaneously announced that it would not henceforth 
consider itself obliged to buy or sell Government securities on demand—a 
function that had for long been regarded as part of the unwritten law of the 
market place and that had accordingly left in the hands of the commercial 
banks considerable discretion over the expansion of credit. The increase in 
the Bank rate, and the knowledge that the Reserve Bank had set an undisclosed 
limit to its open market operations in gilt-edged, produced a most salutary 


effect upon the previously over-extended credit position of the commercial | 
banks. These banks entered 1952 in a much chastened frame of mind, with | 


their balance sheets for end-1951 reflecting the sharp decline in the book values 
of Government securities that followed the increase in Bank rate. The early 


months of 1952 saw a closer scrutiny of loan applications, and this, in conjunc. | 
tion with the sharp increase in lending rates, discouraged lending for the less | 


essential purposes. Over the year as a whole, advances of Indian scheduled 
banks (i.e. excluding the exchange banks) dropped from Rs. 337 crores to 
Rs. 303 crores, but those of non-scheduled banks rose sharply (to Rs. 39 crores). 


In turn the commercial banks offered higher rates on deposits, and there | 
was increasing competition to secure them. The increase in the London | 


Bank rate to 4 per cent. in March, 1952, and the consequent all-round hardening 
of money rates there meant that the British exchange banks, which are an 
important enclave in the Indian money market, became keen bidders for call 
money. Meanwhile, the rapid decline in commodity prices, particularly those 
of export commodities, was exerting its deflationary effect upon the Indian 
economy, as elsewhere. By the middle of the year the new measures had 
restored to the Reserve Bank of India the initiative over monetary policy that 
it had seemed to lose in the speculative boom conditions that followed the 
outbreak of war in Korea in mid-1950. 

The Reserve Bank in its report takes credit to itself for this change of 
trend—perhaps even a little more credit than is, in fact, appropriate. It 


oe 


has to be remembered that the disinflationary processes of 1951-52 were world- 


wide; the measures that the Reserve Bank very properly put into force were 
the only ones possible in the general. pattern then developing, and, effective 


though they undoubtedly were, they were certainly not alone responsible for | 
the fall in commodity prices. The new disinflationary policy, however, was | 


statistically impressive. The Indian money market’s ‘‘ busy season ’’—which 
varies both in duration and intensity, but covers roughly the months ol 
December to May—was marked in 1951-52 by only a relatively moderate 
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expansion of bank credit, by Rs. 100 crores compared with Rs. 180 crores in 
1950-51. In the first quarter of 1952 commercial advances rose by only Rs. 6 
crores, less than one-tenth of the corresponding growth in 1951. The figures 
for industrial advances are less disparate; indeed, their expansion by Rs. 50 
crores in the six months to end-March, 1952, was actually slightly greater than 
that for the corresponding six months of 1950-51. The 1952-53 busy season 
began in the last week of November, 1952, and the Reserve Bank report 
describes the seasonal pull as having been more moderate than usual, ‘* bank 
credit increasing by Rs. 17 crores between November 21 and December 26 as 
against Ks. 43 crores from November 23 to December 28 in 1951". By the 
end of March, 1953, the growth had mounted to no more than Ks. 73 crores. 

It is against this rather conflicting background—of an economy that does 
not perhaps enjoy an adequate “ spread ”’ of lending facilities, but where a 
restrictive monetary policy is temporarily necessary—that note must now be 
taken of the authorities’ attempt to encourage steps towards the development 
of an internal bill market; and also of certain special measures that they 
adopted in 1952 to prevent disinflation from wreaking too much of a “ panic 
effect ’’ in certain exposed parts of the economy. 

Along with its other pronouncements of November, 1951, the Reserve 
Bank drew attention to its ability to provide seasonal finance against usance 
bills under section 17 (4) (c) of the Reserve Bank Act. In accord with this 
pronouncement the Bank made available rediscount facilities for approved 
commercial paper throughout 1952; by this means one hundred loans to a 
value of Rs. 81.46 crores were given to scheduled banks, at } per cent. below 
Bank rate, to finance bona fide trade transactions, while 1,043 loans amounting 
to Rs. 164.23 crores were granted for general banking purposes. In the current 
1952-53 busy season advances against usance bills have been rather lower; 
they amounted to Rs. 14 crores in the period January to March, compared 
with about Ks. 18 crores in the same three months of last year. 

The commercial banks, of course, are the first to recognize the advantages 
that would accrue from the establishment of a bill market that was properly 
integrated in the banking system—instead of being confined, as hitherto, to 
hundies and promissory notes of relatively small denominations in the hands 
of shroffs and money-lenders; they also recognize that the provision of Rs. 81 
crores of credit against commercial paper last year was a most useful service. 
But they are, perhaps, inclined to be a little too demanding. They complain 
that the present procedure is too cumbersome and contend, indeed, that 
the many restrictions and regulations stipulated as necessary to qualify 
a document for rediscounting by the Reserve Bank make acceptable paper 
more nearly resemble a mortgage deed than readily “‘ shiftable ’’ commercial 
paper. But the Reserve Bank can rightly argue—though in its report it 
strangely omitted to do so—that the disinflationary policy that it enjoined 
upon the banks in 1952 demanded that, as the final arbiter at the apex of the 
countrys banking system, it should be highly selective in its acceptance of 
commercial paper for rediscounting. In 1952 the standard rate at which the 
Reserve Bank of India was prepared to buy or rediscount bills of exchange (as 
opposed to the granting of loans against their security) was 3% per cent.; 
by contrast, the Imperial Bank of India discount rate for first-class three 
months bills was 4 per cent., whilst the ‘‘ bazaar’ discount rates in Bombay 
and Calcutta ranged between g per cent. and 12 percent. These disparate rates 
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show how wide are the variations in credit-worthiness within Indian trade 
and commerce. Nothing could prejudice the hopes of promoting a healthy 
use of bills in India more seriously than an attempt to translate it into a device | 
for helping lame dogs over stiles.* | 

During 1952 the Reserve Bank did, however, come to the rescue of lame 
dogs by means other than rediscounting of bills. In particular, special measures 
were devised to help the cotton, tea and sugar industries through periods of 
temporary difficulty. Heavy imports of foreign cotton, particularly from 
East Africa and the United States, had put considerable strain on the mills 
finances in the spring of 1952; in April, therefore, the Reserve Bank announce¢ 
special measures to assist banks to meet a situation that threatened, 7vfer alia 
a collapse of Indian cotton prices. There were also heavy accumulations of 
stocks in sugar mills in Uttar Pradesh and Bihar at that time, which necessi- 
tated a reduction of margins for advances; and credits granted by scheduled 
banks and by the larger co-operative societies to some of the smaller tea 





* It should be noted that India’s description of these recent measures as eftorts to create 3 
‘bill market ’’ tends to exaggerate their significance. A market in paper of given quality is 
not created merely by making such paper rediscountable at the central bank (which is all that 
appears to have happened so far), but requires the development of dealings in good paper between 
the commercial banks (or other responsible intermediaries). The rediscount tacility, if restricted | 
to first-class paper, might in due course encourage such “‘ market ”’ dealings. But the devic: 
at present seems to be merely (or at least mainly) a consequence of the fact that, if Reser 
Bank credit is no longer to be released through the gilt-edged market, it must be released whe 
necessary against other securities—and commercial banks are apparently arranging for the] 
creation of bills and promissory notes for the purpose instead of financing their customers by | 
loans.—ED. 





















VEREINSBANK IN HAMBURG 
Sstablished 1850 

HEAD OFFICE : HAMBURG 11, ALTER WALL 20-30 | 

20 BRANCHES AND AGENCIES IN HAMBURG, CUXHAVEN, KIEL | 
















‘ade 


thy 


VICE | 


ame 
ures 
is of 
rom 
ills 
1ced 
alia 
'S of 
eSSI- 
uled 
tea 
ate 4 
Ty 1s 
that 


ween 


‘icted | 


evVI1ct 








EEE PRE eT 





INDIA’S ESSAY IN DISINFLATION 165 





cardens, which were badly hit by the recession of 1951-52, had to be guaranteed 
by the Reserve Bank as to their repayment. These steps, of course, repre- 
sented some tempering of the Reserve Bank’s disinflationary policy; but 
since the object of that policy was to damp down inflation and not to preci- 
pitate a slump or panic, more harm than good would have been done if the 
Bank had sat still and grimly observed that more prudence in the first instance 
by both borrower and lender would have prevented these troubles from arising 
in these peculiarly volatile industries. 

The damping down of inflation in the private sector of the Indian economy 
has made more room for the expansion of development projects by the Central 
and State (or provincial) Governments; and the stabilization of the Indian 
money market on a less taut and more healthy basis has also eased the purely 
technical problem of raising finance for these developments. The resumption 
in September, 1952, of the sale of three months Treasury bills, which had been 
suspended for more than two and a half years, and the flotation of a series of 
States loans at about the same time were signs of this metamorphosis. In 
1952 as a whole there was an increase of Rs. 17 crores in scheduled banks’ 
investments in Government securities, against a decline of Rs. 51 crores in 
1951. Up to the end of December, 1952, Rs. 30 crores had been invested in 
Treasury bills, at discount rates varying from Rs. I-15-11 to Rs. 2-15-11 per 
cent., and Rs. 14 crores of Treasuries was outstanding in the hands of the public 
at the end of July, 1953. The States loans, with yields to maturity (1964) of 
4.05 per cent. on the basis of the issue price, produced Rs. 12.5 crores in 1952. 
Since the turn of the year the central Government has successfully placed a 
cash-cum-conversion loan for Rs. 75 crores on the market, while ten States 
loans for a total of Rs. 28 crores were issued and fully subscribed this July. 
More frequent recourse by States Governments to the issue market is a recent 
and increasingly important development in Indian finance; in due course it 
may be expected to have a very marked effect upon the broad pattern of Indian 
investment. The placing of States loans is, of course, very carefully prepared 
beforehand; indeed some of them have reached their targets almost entirely 
by the personal endeavours of individual Ministers. 

It is difficult to judge whether there is still too much inflation in the Indian 
economy. On the one hand, food prices are still rising, there has recently been 
a recrudescence of industrial strife and violence, and there are growing fears 
that the achievements of the Five-Year Plan are already lagging a good long 
way behind the prescribed schedule. On the other hand, the spectacular 
recent upswing in purely industrial production has slowed down, and since the 
spring of this year there has been a quite marked recession in other forms of 
Indian business activity, together with a growth in unemployment and a 
decline in export earnings. The critics allege, of course, that, by curbing 
credit and enforcing a disinflationary policy in 1952, the Reserve Bank has 
materially contributed to these patchy conditions, in which the country is 
getting the worst of all worlds. The truth seems to be, however, that India is 
at present suffering from adverse international trends, coupled with regressive 
taxation, mistaken labour policies, immobility of labour, and Government 
development projects that impose too much strain on particular scarce resources. 
These are troubles enough for any economy, and whilst the dearer money policy 
cannot, by itself, right all of them, an easy money policy would certainly pile 
more misfortunes on their back. 
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THE MITSUBISHI BANK, LIMITED 


Known as THE CHIYODA BANK, LIMITED from October 1, 1948 to 
June 30th, 1953, it has now reverted to its old and familiar name. 
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Capital paid-up: ¥2,750,000,000 
Head Office: Marunouchi, Tokyo, Japan 
Branches: 156 throughout Japan 
New York Agency: 111 Broadway, New York 6, N.Y. 
London Representative Office: King William Street, London, England 


Cable Address: CHYODABANK 
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OVERSEAS UNION BANK LIMITED 


RAFFLES PLACE 
SINGAPORE, MALAYA 





A fully authorized Exchange Bank, offering Complete and Highly-specialised 
International Banking Service, with Correspondents all over the world. 


INQUIRIES INVITED 
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South Africa’s Finance Corporation 
By B. J. P. W oods 


HE formation in September, 1949, of the South African National Finance 
Corporation aroused considerable interest in banking and economic 
circles. This Corporation, part privately and part publicly owned and 
controlled, was designed to fill one of the most serious shortcomings in the 
South African money market, the absence of adequate facilities for very 
short-term investment. The Corporation accepts deposits repayable on 
demand and invests the proceeds in short- or long-term bonds. Its statutory 
limitations on investments are wide and elastic and its liquidity is guaranteed 
by the Reserve Bank. The South African Reserve Bank has for many years 
attempted to stimulate the short-term money market (it has, for instance, 
vainly endeavoured to revive the inland commercial bill), and the Finance 
Corporation shows evidence of the Bank's inspiration. Indeed, so close is the 
alliance between the two—the Corporation shares offices and administrative 
services with the Bank—that business and financial circles tend to regard the 
Finance Corporation as a mere adjunct of the Reserve Bank. After three years 
of operations it is now possible to attempt an evaluation of the part played by 
uninformative character of its annual reports and by the atmosphere of secrecy 
that surrounds some of its activities. 
[It will be useful to examine the achievements of the Corporation in the 
light of its declared objectives. The Minister of Finance, in introducing the 
parliamentary bill in 1949, declared these objectives to be: 


(a) ‘‘ to promote the development of an active money market in the Union 
and the utilization of idle capital in the national economic interest; 
(b) “‘ to facilitate the participation of foreign capital in the development 
of the resources of the Union; 
(c) ““ to provide scope for co-operation and mutual consultation amongst 
the different classes of financial institutions operating in the 
Union ”. 
While these very laudable intentions were no doubt paramount in the decision 
to establish the Corporation, the impetus may have been provided by the 
Government’s unfortunate experience with a domestic loan operation shortly 
before the publication of the Bill. At any rate, the Corporation has since its 
inception shown a marked appetite for Government stock—and the unfor- 
tunate experience has not been repeated. 
gain, the declaration that the Corporation would mobilize “ idle capital ”’ 
for active utilization was well chosen to convey to the public a picture of an 
institution industriously engaged in putting unused resources into vigorous 
activity. But it also gave rise to some very muddled thinking—notably 
through the popular tendency to use the terms “ idle capital’’ and “ idle 
money  synonymously, thereby leading people to suppose that the mere 
establishment of machinery that might mobilize idle money would somehow 
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secure an increment of genuine savings. But this was not the only type 
of confusion. The two main sources of “idle money ’’, as distinct from 
‘idle capital’’, in South Africa are, first, the ‘ excess”’ reserve holdings 
of the commercial banks (which at the time of the formation of the Corporation 
showed a cash ratio of about 25 per cent. compared with the legal minimum 
of 10 per cent.) and, secondly, short-term funds that for lack of facilities are 
invested abroad (mostly in London) but could be attracted back to South 
Africa. Whereas mobilization of funds from the first of these sources would 
not bring about a genuine relief to South Africa’s domestic savings-investment 
account, a flow of funds from the second source definitely would do so. Yet 
it seems that this possibility of repatriation (and the consequent reinforcement | 
of the banks’ cash ratios) was inadequately understood at first, since the 
authorities precipitately reduced the legal minimum reserve for commercial 
banks to 7 per cent. in anticipation of a sharp fall in their cash ratios. 

The Corporation’s constitution was so devised as to give a share of owner- 
ship and control to each of several different classes of financial institution, | 
The initial capital of {1 million was provided as follows :— 





Mining houses.. ‘3 4 ja é« i ial 
Insurance companies .. “s ‘“ .s “i - 188,750 
Commercial banks .. as - va - ‘i 175,000 
Building societies ea - i os s - 100,000 
South African Reserve Bank a aa ea wie 100,000 
Other financial institutions .. a4 eh ‘vs os 61,250 

£1,000,c00 


Representation on the board is roughly in proportion to these shares. Since 
there was no provision for Treasury participation it might seem that the | 
Corporation is wrongly described as a semi-public institution, but the Govern | 
ment participates indirectly through the semi-public Reserve Bank; moreover, | 
the Treasury is empowered to appoint one director. 

An early decision restricted the Corporation’s facilities to its own members 
(though this was later modified) and a minimum of £50,000 was placed on 
deposits and withdrawals, no doubt with the object of allaying the com- 
mercial banks’ fears of competition in their own field. Rates of interest of} 
Z per cent., later raised to 14 per cent. and subsequently in August, 1952, to 
1g per cent., were paid on daily balances. It is noteworthy that the Cor- 
poration has closely followed the Reserve Bank in changes in interest rates, | 
and indeed, the Governor (Dr. M. H. De Kock) refers to the Corporation a 
facilitating “‘ the efforts of the Reserve Bank to secure a more appropriate | 
pattern of rates for shorter maturities”. The guise of an independent | 
privately-owned institution thus wears very thin. 

The Corporation has done substantial business. Deposits reached 2 | 
maximum of £84 millions in June, 1951, but have declined somewhat since, | 
to a total of £55.2 millions in May, 1953 (the latest available figures). The |} 
Corporation seems to have surpassed its sponsors’ best hopes in this connec: | 
tion. It is unfortunate that it has declined to publish any breakdown of Its 
total deposits, and that there is therefore no convenient means of ascertaining 
who are the most active users of its deposit facilities. The commercial banks 
who do record their deposits with the Corporation separately, appear to have 
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been rather erratic depositors. In December, 1949, commercial banks had 
over £17 millions on deposit with the Corporation, or about 37 per cent. of its 
total deposits; but this proportion has never again been equalled. In late 
1951 and early 1952, commercial bank deposits at the N.F.C. were reduced 
to only token amounts of less than £1 million—but they rose to £20} millions 
in August, 1952. These fluctuations must be related to changes in the Union’s 
balance of payments, but since the commercial banks’ cash ratios never dropped 
to the bare legal minimum, they could have avoided fluctuations in their 
deposits with the Corporation had they wanted to do so. 

Despite their recovery in the summer of last year, the banks’ deposits 
with the Corporation are still only a small fraction of its total deposits. Evidence 
available suggests, too, that building societies, insurance companies and other 
financial institutions are only very minor depositors with the Corporation. 
The inference is that, apart from the deposits of non-members, the bulk of the 
funds received by the Corporation now comes from the mining houses. Of the 
non-member depositors, local authorities—municipalities and provinces— 
appear to have been substantial supporters. 

How has the Corporation used its deposits of “ idle money ”’ in the national 
economic interest ? An examination of the quarterly statements between 
September, 1949, and June, 1953, discloses a vast preponderance of Govern- 
ment debt (short and long) among the assets of the Corporation. In fact, the 
proportion of Government debt to total assets has never fallen below go per 
cent. The item “ other stocks’ (presumably high-grade industrial stock) 
has been rising steadily, but in May of this year it still amounted to only 
{1.7 millions—a mere 33 per cent. of the total assets of £58.8 millions. Clearly 
the Corporation has been very gilt-edged conscious—a fact that is admitted 
in the annual reports and excused on the grounds that the Corporation must 
proceed with its investment programme only very slowly at this stage. It 
should also be noted that a marked preference for Treasury bills—which at 
one time accounted for 83 per cent. of the total assets—has now given way 
to a desire to increase the proportion of bonds, and in September, 1952, 
Treasury bills constituted 46 per cent. and Government bonds (mostly short- 
dated) 47 per cent. of total assets. The voracious appetite of the Corporation 
for Treasury bills has, it seems, caused concern to the banks, who have on 
occasions found difficulty in obtaining them. Indeed, by March, 1951, the 
National Finance Corporation was holding more than 21 per cent. of the 
“true “ internal national debt (that is, excluding inter-departmental holdings). 

It is doubtful, to say the least, whether the sponsors of the Corporation 
anticipated that the Corporation would interpret “ utilization of idle capital 
in the national economic interest ’’ to mean utilization by the Government—and 
act as a mere depository of Government debt and little else. It is true that in 
recent years there has been evidence of a striking trend in South Africa towards 
a higher proportion of public investment. In 1950, 38 per cent. of total net 
investment was done by the public sector (which excludes for statistical pur- 
poses such semi-public institutions as the Iron and Steel Corporation and 
Electricity Supply Commission) despite a decline both proportionately and 
absolutely in net investment in the railways—where it would be most justified. 
No.one could have expected the Corporation to branch boldly off into the 
financing of private enterprise without discrimination, but some progress 
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towards a more liberal investment programme in private industry could surely 
have been made—unless its preference for gilt-edged stocks was forced by it 
close connection with the Reserve Bank and the influence of the Treasury 
Judged by the first of its professed original objectives, the verdict on th: 
Corporation up to date has to be unfavourable. Some progress has beer 
achieved towards the establishment of better short-term facilities, though it 
is difficult to be sure that there has not been any mere duplication of existing 
facilities; but the Corporation has not been a success in putting idle capita 
into active use. 

As for the second objective—the attraction of capital from abroad—the 
Corporation openly admits that it has not yet given attention to the matter 
In this context, however, it may perhaps be doing itself an injustice. If, a 
Dr. De Kock has affirmed, firms actually withdrew short-term funds from 
London and elsewhere to invest in the N.F.C., then it has indeed attracted 
some capital from abroad, though not overseas capital as such. Nevertheless 
it does not appear as though the Corporation has made the best use of it: 
potentialities in this sphere. By acting as a guarantor of overseas loans ti 
private concerns, it could, for example, utilize its undoubted prestige to draw 
capital to South Africa. But the Corporation in its present form simply ha: 
not the facilities for investigation and vetting that this would require. It is 
suggested that these could be best secured only if the Corporation were com- 
pletely separated from the Reserve Bank. An alternative suggestion, which 
would save unnecessary duplication of staff and facilities, is that 1t might be 
allied with the State-sponsored Industrial Development Corporation, which 
has already built up its own machinery designed to promote capital investment 
in the Union. This proposal was in fact made during an Assembly debate, but 
received little support. 

There is no way of assessing quantitatively the Corporation’s success «| 
failure in sponsoring goodwill and co-operation among the financial inst. 
tutions in the Union. A rather strained interpretation of this function 
appears, indeed, to have been invoked. The Corporation’s co-operation with 
the Reserve Bank to secure a more appropriate system of interest rates, fo 
example, is not, or should not be, the proper function of an independent an¢ 
vigorous institution designed to promote capital investment. 

The fruits of the Corporation’s activities in achieving the desired goodwill 
will not be visible for a very long period, but some possible sources of discoré 
between the Corporation and some of its constituent members must be recorded 
As was mentioned earlier, the commercial banks have shown anxiety about 
possible direct competition, and there have been whispers of complaints at 
the difficulty of obtaining Treasury bills. 

The force of argument in this article has been directed at the methods «i 
operation of the Finance Corporation. Nothing has been said on the wide 
question of the desirability of having an organization of this sort at all. The 
writer himself has grave doubts whether a semi-public or Government | 
sponsored institution can properly fill this particular type of “‘ MacMillat| 
gap’, but it must be emphasized that in South Africa at present there is 
alternative in sight. The problem is therefore essentially one of determining 
how this institution can function best; the time is not yet ripe to consider 
whether this is an area that should properly be left to private enterprise. 
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a By a Special Correspondent 
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pital <> Bee al neni — ; o , thas 
now, of course, that several companies hold a proportion of their 
funds tn industrial shares and bonds, and that some back a man or a small 
—the concern, on judgment. But I think that you do it apologetically as it were— 
ter, looking over your shoulders at the retired man or the widow to reassure them 
f, a that you are not gambling with their life or annuity policies. Need you do 
from this—with all the skill and experience of management at your disposal, and 
Cted with so large a field over which you can average ? Should you not take up a 
less position in relation to the support of those industries of the economy to which 
f its you owe your existence ? —Mr. E. H. Lever, Chairman of the Steel Company 
s to of Wales, speaking at a luncheon of the Port Talbot Committee of the Industrial 
lraw Life Offices in March, 1953. Be _ 
‘te ‘“ Insurance companies and similar institutions |nowadays| invest more 
| rs of their funds in industry. We shall, therefore, give special consideration to 
Us the vesources of insurance companies and the extent to which they serve the 
Ol nation’s economic objectives. They dispose of about £3,000 millions and 
hich exert great influence on the direction of investment.’’—E xtract from “Challenge 
t be to Britain ’’, a statement published by the Labour Party in June for adoption 
hich at the Party’s Annual Conference this month. 
nent 
but HESE two recent pronouncements have thrown down a new challenge 
Tc the insurance industry to justify its investment policy, now so fre- 
S OF quently facing the spotlight of enquiry directed by the many who are 


nsti awakening to the problems of the British capital market. These problems 
tion | will never be satisfactorily solved, however, if they are always surveyed in 
with the round, and without regard for the special needs of the institutional investors 
,far| whose funds figure so prominently in every general discussion. It is unrealistic 
and not to take account of the particular interests of these investors; this article, 
} accordingly, attempts to show where the insurance companies stand in this 
lwil! matter. 
cord The insurance companies are now all well aware of the vital rdle that they 
ded = play in the capital market. They know that in present conditions, now that 
pout! the large personal investor has almost disappeared, they themselves are the 
sat} channel through which a very large and probably increasing proportion of the 
personal savings of the community necessarily flows. If these personal savings 
isoi} are to reach British industry through the Stock Exchange or by other means, 
ide they have to do so principally through the decisions of the life offices and the 
The| life departments of the composite insurance companies. 


ent: | The total assets of all insurance companies established within Great 
lai} + +Britain amounted in 1951 to £3,370 millions. This is the latest official figure 
Sn available, but some idea of the trend in 1952 can be obtained from the returns 


ing of 44 of the leading offices. The assets of these companies rose by {181 millions 
idet} last year; and as they account for some 85 per cent. of the total assets of all 
e. British registered insurance companies, the total assets of British insurance 
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companies by the end of 1952 can be tentatively estimated at some £3,5% 
millions—a rise of some £210 millions over the year. Of the £3,370 million 
of total assets at the end of 1951, just under £2,378 millions were held in life 
and annuity funds. 

With such huge funds at their command, the insurance companies inevitably 
recognize that the use they make of them must profoundly influence the 





investment patterns of the whole national economy. But they cannot agree | 


that this makes it desirable that their investment policies should be governed 
by any other considerations than those properly required for the purposes for 
which the funds are entrusted to them. And, in the face of criticism and 
public misunderstanding, they have lately developed a much more forthright 
‘public relations’”’ policy. In particular, a prompt and spirited reply to 
critics was issued under the joint auspices of the life offices’ associations imme- 
diately before the appearance of the Labour Party’s manifesto. 

The crux of their answer to the criticism that their investment policy i 
ultra-cautious was that the primary duty of a life office must be to invest its 
funds in the best interests of its policyholders. This duty, it is felt, precludes 
them from taking an equity interest in unproved or speculative undertakings 
Moreover, it is considered that the capacity of the companies to invest ir 
equity stocks in general is limited by the fact that market values of such 
stocks generally fluctuate more widely than do those of dated fixed-interest 


stocks; for there is a statutory obligetion upon all life offices under the| 


Assurance Companies Act, 1909, to disclose the basis of valuation of their 
stock exchange assets and to confirm at least once every five years that the 
value of the assets is not less than that shown in the balance sheet. The 
other line of attack sometimes made from Labour circles, that the investment 
power in the hands of the life offices—whose assets comprise about three. 
quarters of the total assets of all British insurance offices—might be used to 
secure control of important industrial concerns hardly merits serious considera- 
tion. The life offices point out that the last thing they would desire would be 
controlling interests of this kind; such an investment policy would contravene 
every proper principle of risk-spreading, but, quite apart from that, the com- 
panies are well aware that they are in no way fitted to take on the onerous 
task of exercising direct managerial control of industrial or commercial under- 
takings. They find the duty of normal investment management of their ever- 
expanding portfolios quite sufficiently burdensome. 


THE SPREAD OF INVESTMENTS 
Any serious consideration of the viewpoints of the life offices and _ their 


tae 


me 


critics clearly demands some analysis of the spread of insurance investments | 


over the various classes of securities. Only those funds that are available m 
the United Kingdom are relevant to the present enquiry, and this limitation 


sweeps a sizable proportion of British insurance funds out of the reckoning. | 


More than 70 per cent. of the fire, accident and marine business of British 
companies is conducted overseas; and conditions in overseas markets— 


notably the extremely, even excessively, stringent statutory requirements 1 | 


North America and in certain other territories, and exchange control or cur- 
rency instability in other non-sterling countries—compel the retention of large 
resources in the areas concerned. Large sums accruing from this business 
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which would in other circumstances be available for investment at home or 
abroad, at the free choice of the companies, are therefore tied up overseas; 
and the total thus employed is equivalent to perhaps three-quarters of the 
non-life assets. It should be noted, too, that the investment of non-life funds 
is subject to inherent limitations that do not affect life funds—chiefly because 
the incidence of claims in fire, accident and marine insurance cannot be pre- 
dicted for the short run with the same accuracy as the emergence of claims 
under life assurance contracts and the termination of annuity payments. The 
short-term fluctuations in the claims ratio force the companies to keep a 
substantial proportion (around 75 per cent.) of their non-life assets in a 
readily realizable form—in short-dated British Government stocks, overseas 
Government stocks, and home and overseas near gilt-edged securities, and in 
cash and debit balances. No more than about 20 per cent. of non-life assets 
are invested in debenture stocks and preference and ordinary shares; more 
than one-third of the industrial stocks are debentures, including a considerable 
(but unknown) holding of United States and Canadian dollar bonds. 








TABLE I[ 
DISTRIBUTION OF LIFE AND ANNUITY ASSETS OF LEADING OFFICES 

Per cent. 
Class of Assets —_—T 1935 1949 1950 1951 1952 
Gilt-edged and near gilt-edged securities * 29.1 48.2 45.4 42.1 40.6 
Debenture stocks .. Yr a 7 15.9 0.9 11.5 3.3 . 
Preference shares .. a xe a 9.4 8.2 a.% 7.8 7.5 
Ordinary shares o-° eo o° a Q.2 10.0 10.9 Iz.§ 12.3 
Total Stock Exchange assets ‘5 66.6 76.9 75.9 73.5 72.5 
Mortgages .. “ ae ‘a ‘si 23.6 I1.3 12.0 13.3 14.2 
Property o6 ‘ 2 9.8 f O.4 60.9 te S.O 
Cash, agents’ balances, etc.f f L 5.4 “9 5.5 $.3 
Total assets sa 100.0 100.0 100.0 100.0 100.0 





* British Government and Government guaranteed securities, British municipal securities, 
Commonwealth and foreign government, provincial and municipal securities. 

+ Including investments in subsidiary companies. 

For these reasons, this enquiry 1s best confined to the hfe and annuity 
assets of British insurance—with the caveat that these assets, too, include 
some overseas investments of undisclosed amount but probably not exceeding 
10 per cent. of the whole. The distribution of life and annuity assets is shown 
in Table I. As the Board of Trade figures of assets by ifNvestment categories 
do not separate life from non-life assets this table is compiled from the returns 
of some 40 leading offices. The proportion of assets held in stock exchange 
securities can be seen to have risen markedly over the past fifteen years—from 
66.0 per cent. in 1938 to 72.5 per cent. last year. The critics of the companies 
will point out that the lion’s share of this increase has taken place in gilt-edged 
and “ near gilt-edged ”’ securities; the proportion of assets invested in industrial 
securities actually fell—from 37.5 per cent. to 31.9 per cent. over the period. But 
this, of course, was wholly due to the offices’ massive investment in gilt-edged 
during the war. It must be remembered, too, that these figures exaggerate the 
swing away from finance of industry to finance of government to the extent of the 
conversion of industrial shares into gilt-edged securities through the series of 
nationalizations; the life offices are known to have had a substantial stake in 
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all the nationalized industries. Moreover, the relative fall in holdings oj 
industrial securities was wholly due to a sharp fall in the proportions held in 
preference stocks and debentures; the percentage of assets invested in ordinary 
shares—risk capital in the true sense—has risen well above the pre-war pro- 
portions. In 1952 alone the equity portfolio expanded by about 7 per cent. 
to the equivalent of 17 per cent. of the total stock exchange securities and 
[2.3 per cent. of total life and annuity assets. This growth in equity port. 
folios still left other assets at 87.7 per cent. of the whole; but a quarter ofa 
century ago the proportion was 95 per cent.—and equity holdings were a mere 
£50 millions, compared with between 4350 and £400 millions of 1952. 


~ 


DIFFERENT TyPprEs OF LIFE OFFICE 
When the argument is carried from general principles to the evidence of 
Statistics, conclusions based on averages for all types of life office become 
unsatisfactory. For this reason, the distribution of assets 1s broken down by 
different types of office in Table II. This table brings out clearly the varying 
TABLE II 
DISTRIBUTION OF LIFE AND ANNUITY ASSETS OF DIFFERENT TYPES OF OFFICE 
END-1952 


Per cent. 


Industrial- Life 
Mutual Proprietary cum- Departments 
Societies Life Offices Ordirary of Composite | 
Life Offices Offices 
Cailt-edged and near gilt-edged securities 29.2 ay ee | 49.6 34.8 
Debenture stocks ie 4% a [2.4 19.3 51.2 11.8 
Preference shares 8.7 6.0 7.8 6.3 
Ordinary shares .. pa a + [7.3 ie;2 10.9 10.8 
Mortgages 15.4 20.5 g.d 18.3 
Property a sa Ms 7.0 4.0 0.5 12.6 
Cash, agents’ balances, etc.* .. 7 6.6 9.7 4.2 5-4 
100.0 100.0 100.0 100.0 





* Including investments in subsidiary companies. 


habits that are so often averaged under the convenient but misleading general | 


zation of “ life offices’ practice ’’. In comparing the different policy of each 


type of office it must be remembered that room for manoeuvre is strongly | 
influenced by the weight of money handled; this partly explains the low} 


proportion of ordinary shares held by the industrial-cum-ordinary group com- 


pared with that held, say, by the smaller specialist life offices. The narrowness | 


of present-day stock markets in anything except gilt-edged often circumscribes 
the scope for “‘ enterprising ’’ investment policies where the amounts involved 
are substantial. The industrial-cum-ordinary life offices and the life depart: 


ments of the composite companies consequently maintain a considerably | 
higher proportion of their assets in fixed interest stocks, notably British | 


Government securities, than do the mutual and proprietary life offices. The 


outstanding feature of the table is in fact the high proportion of ordinary | 


shares shown in the assets of the mutual societies, but this group of specialist 
life offices accounted at the end of 1952 for only £551 mullions—about 20 per 
cent.—of the life and annuity assets of all the offices under consideration. 
The mutual offices have traditionally followed a relatively venturesome 
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investment policy; even in 1938, when their ordinary share holdings amounted 
to only 12 per cent. of their total assets, this proportion was well in advance 
of that of the other groups of life offices. And over the past four years, 52 
per cent. of their new investment—totalling £122 millions—went directly into 
industrial securities. 

Despite the differences in the composition of the investment portfolios 
of the several types of office, changes in the portfolios followed broadly the 
same pattern. Table I therefore gives a generally correct picture of the trends 
in the portfolios of the life offices—as distinct from the absolute patterns of 
investment distribution. The swollen holdings of gilt-edged and near gilt- 
edged stocks that were the aftermath of the war and nationalization are 
being gradually reduced; new money has gone almost entirely into mortgages, 
debentures, ordinary shares and property. 





OTHER INVESTMENT IN INDUSTRY 

The contribution of the life offices to direct investment in British industry 
is not limited to participation in its share capital. The “ properties ”’ figure 
in the balance sheets of the life offices includes freehold properties that have 
been purchased from businesses—mostly in the distributive trades—subject 
to the granting of long leases to the sellers. This tvpe of transaction has gained 
considerable popularity since the war. Loans on mortgage of freehold and 
leasehold property are also made to commercial and industrial undertakings; 
such advances are usually to concerns too small to make issues of debenture 
stock. In this way, the life offices make funds available to small concerns by 
the only method that can reasonably be expected of them. Here is part of 
the answer to those who complain that the life offices are reluctant to make 
money available to small business. 

These statistics do not, admittedly, meet all the criticisms that have been 
levelled at the life offices. The main burden of Mr. Lever’s criticism seemed 
to be not so much that the offices refuse to invest in industry as that they 
are too prone to stick to safety-first stocks; and that when they do buy 
equities they confine themselves to well-established businesses. To this charge 
the retort of the life offices’ associations was that 


some people appear to think it follows that because Life Assurance Offices 
have money to invest, and because a particular industry needs capital, the 
two should be thrown together without any further consideration. This does 
not follow, although the offices are prepared to consider any investment 
which stands up to examination on its own merits. 


That surely puts the matter in perspective. The life offices are entitled to 
say that if industrial concerns that are struggling to establish themselves have 
difficulty in raising new capital, that is surely the concern of the politicians 
rather than of the life offices as such. Those offices have to meet their con- 
tractual obligations in cash. If they put up capital in one form or another for 
new enterprises, they would need in due course to market the shares. Unquoted 
securities (except possibly fixed-interest stocks with a specific redemption 
date) are therefore unsuitable assets for life offices. The shares of those enter- 
prises that prospered could no doubt be sold off in due course without much 
difficulty, but it would be impossible to dispose of the securities of those that 
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failed to make real headway—not to mention the loss that would be incurred | 
on the shares of the proportion of new businesses that inevitably founder, 
There are, however, some other means by which the life offices have gone 

part of the way towards meeting the demand that they should help in the 
provision of finance for the smaller industrial undertakings. In 1945 the 
insurance companies, together with the investment trusts and the Bank of | 
England, backed the Government-sponsored Finance Corporation for Industry 
—though, admittedly, the bulk of the finance through this channel is actually 
provided in the form of bank loans to the Corporation. This year, in conjunc. 
tion with the investment trusts and the Industrial and Commercial Finance 
Corporation, the insurance companies have put up a part of the initial capital | 
of £1 million for the new Estate Duties Investment Trust (“ Edith’), which is 
designed to fill a long-standing need by providing finance to pay death duties 
to avoid the sale of family businesses (or a substantial interest therein) after the 
death of a large shareholder and thereby to secure continuity of management, 
The life offices would obviously be failing in their duty to their policyholders } 
and that is unquestionably their primary duty—if they were to provide 
risk capital for industry without limit. Mr. Lever’s words carry special weight 
because of his long pre-war association with the Prudential; it must be remem- 
bered, however, that he was speaking at a meeting sponsored by the Industrial 
Life Offices which, as can be seen from Table II, have a markedly smaller | 
stake in industry than, at any rate, the specialist life offices. Over the whole | 
range of life offices of all types, investment habits still vary very widely, | 
Among the offices reviewed in this article, the individual portfolios of assets | 
showed a spread of equity proportions from as little as 3.3 per cent. to over | 
30 per cent. The potential scope for additional holdings of equities is therefore | 
very large—if it can be assumed that those offices with the smallest proportions | 
will steadily increase them. This tendency may perhaps be most hopefully } 
looked for in the very group of offices to which Mr. Lever’s remarks were 
directly addressed. There has been a tendency for some time for the distinction 
between ordinary and industrial—now better named “ home service ’’—life 
assurance to narrow. It may be that the offices comprising this important 
sroup—which accounts for more than a third of the assets of all the British 
life offices—will in due course bring the proportion of its equity investments 
closer to that of the specialist life offices. The trend of such investment, 
and that of the life departments of the composite offices, is already steadily 
upwards. 
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Disinflation and Fire and Accident 
Insurance 
By an Insurance Correspondent 


HERE was a further notable increase in all types of non-life insurance 

business in 1952—though the general damping down of inflation 

throughout the world did cause some slackening in the rate of expansion. 
Among the separate branches, premium income from marine insurance of 
British registered insurance companies (excluding Lloyd’s underwriters) in- 
creased by almost 6 per cent. last year; the increase in 1951 had been of the 
quite exceptional order of 16.5 percent. In the fire departments—which cover 
not only damage from fire but windstorm and water damage as well—premium 
incomes also rose by about 6 per cent. last year, compared with an increase of 
13 per cent. in 1951. In the accident department, however, the rate of increase 
was approximately 16 per cent.; this was slightly greater than in 1951. 

The relative sluggishness of marine insurance premium income last year 
was primarily due to the fall in commodity prices and in the volume of inter- 
national trade; that is clear from the concentration of the slackness in the cargo 
section. Fire department premiums cover goods all over the world, and were 
therefore also affected by the lower world prices ruling during 1952. But 
the very large volume of insurances of buildings and other fixed assets, the cost 
of which has as yet shown no signs of falling, is an important stabilizing factor 
in fire insurance. Another cushioning eftect 1s the under-insurance of business 
premises and private houses that always tends to occur in times of rising 
prices; as fire premium incomes never fully reflected current replacement 
values in the years of post-war inflation their vulnerability to last year’s fall 
in prices was correspondingly reduced. 


STABLE PROFITS FROM FIRE INSURANCE 
There were no major catastrophes from fire, windstorms or other natural 
hazards last year. By far the most costly fire in this country occurred in a 
cotton spinning mill in Rochdale; the building was totally destroyed, the 
estimated cost of the damage being a million pounds. Total estimated direct 
fire losses at home amounted to {24.2 millions, compared with 423.1 millions 
in 1951; this excludes the consequential losses that follow virtually every 
fre in industrial or commercial premises. Overseas—where 70 per cent. of the 
fire, accident and marine business of British insurance offices is transacted— 
the most costly fire last year was a conflagration at Tottari, Japan; it is 
estimated to have destroyed property worth {18 millions. The next largest, 
at Davao, in the Philippine Islands, resulted in a loss of some £4 millions. 
In the United States, fire losses are estimated to have totalled $785 millions 
im 1952, compared with $731 millions in 1951. The worst fire of the year 
resulted in the destruction of a pier and tankers at Oleum, California, at a 
loss estimated at $5 millions. There were many other fire losses exceeding 
$1 million, including one of $3} millions on a B.36 bomber. Extended coverage 
insurance—which gives cover against natural hazards such as lightning, hail 
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and windstorms—showed a good profit last year; its unprofitability in 195 
and 1951 had had the effect of raising premium rates substantially for 1952 


In Canada, total fire losses are estimated at Can. $65 millions for 1952, com} 


pared with Can. $60 millions for 1951. The destruction of a grain elevator 
at Port Arthur cost $3 millions, and of a warehouse and elevator at Vancouver 
$2 millions. | 

Despite the costly individual fires that occur each year, fire insurance j:| 
by far the most stable class of non-life insurance. During the last five years 
the ratio of underwriting profits to aggregate premium income of the leading 
British insurance companies has ranged between 8 per cent. and II.4 per 
cent.; in each of the last three years it has been virtually constant at I0 per’ 
cent. The relative stability and profitability of fire insurance 1s a clearh 
established feature of the industry. 


ACCIDENT INSURANCE IN 1952 
Accident insurance premium income was not noticeably affected by the, 
fall in prices in 1952; since the main subject matter of accident insurance is 


AGGREGATE NET PREMIUM INCOME OF INSURANCE COMPANIES ESTABLISHED 
IN GREAT BRITAIN 


* Estimated. 


Index of Index of Index of | 

Year Fire expansion Accident expansion Total expansion | 
‘mn. (1938 = 100) fmn. (1938 = 100) émn. (1938 = 100)| 

1938 - “9 49.5 100 i Oe ie 100 126.6* 100 | 
1939 7 os 49.0 100 74.6* 97 saa." 98 | 
1944 _ o% 65.0 131 79.3 103 144.3 II4 | 
1945 a 7 7.5 145 88.7 115 160.5 127 | 
1940 - ne 88.3 178 1II.1 144 199.4 158 | 
1947 na - 105.6 219 142.4 185 251.0 198 | 
1948 Be ne 127.6 258 153.1 199 280.7 222 | 
1949 a a 146.2 295 169.9 220 316.1 250 | 
1950 = “ 105.5 340 199.0 255 307.5 290 | 
IQ5I A - 190.5 355 229.4 298 419.9 332 ! 
1952* a _ 201.5 407 205.0 344 400.1 368 | 


liability for personal injury and damage to the property of third parties | 
there is no direct link between the premium income from a given volume 4 
insurance and current commodity prices. The effect of inflation on accident 
insurance profits in earlier years was therefore particularly serious; the ful| 
impact of rising claims had to be borne on premium rates adjusted upwards 
tardily and insufficiently. In motor insurance (which accounts for about | 
one-half of the total premium income handled by accident departments) the | 
pressure was made especially acute by the continuous increase in the scale of | 
court awards for death and injury, and by the ever-increasing cost of repairing 
vehicles of modern complexity. By the second half of 1952, there were at 
last signs that the cost of third party claims had flattened out in most countnie | 
—but at the prevailing high level. 

Motor insurance in America is probably at last being transacted at a profit, 
if only a marginal one—after the substantial increases in premiums effected 
towards the end of 1951 and in 1952. But at home it is doubtful whether current 
motor insurance premium rates are adequate. Those companies that select 
their business with more than usual stringency are, it is true, showing a modest 
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profit. But the insurance industry as a whole must, if it is to fulfil its proper 
economic function, give cover on request against all reasonable risks. The 
less desirable risks present underwriters with a difficult problem; even if 
cover is restricted in scope to the minimum required under the Road Traffic 
Acts, and very onerous terms imposed, a few serious third party claims still 
absorb a surprisingly large amount of premium income. Motor insurance has 
been a heavy drain on the accident offices’ profit margins; profits of a leading 
group of offices amounted to only £3.7 millions on premiums of just over 
{230 millions. Although this was a substantial improvement over 1951’s 
experience—profits in that year were just over £530,000—it still constituted 
a profit margin of no more than 1.6 per cent. Moreover, these figures actually 
overstate the true profits of the accident offices. Many insurance companies 
to-day do not treat provision for overseas taxation and pensions as a charge 
on underwriting accounts, but carry them direct to the profit and loss account. 
How common is this form is difficult to estimate; but there is reason to believe 
that it significantly affects the already disappointing results. A sharp stiffening 
of motor insurance premium rates in particular may well be the only effective 
solution; such a course would be unpopular with the public, but it might even 
effect, as a by-product, a reduction in the appalling toll of property, life and 
limb that occurs daily on Britain’s roads. 

The profitability of employers’ liability insurance has also been made 
uncertain by recent developments. The cost to insurers of death or injury 
arising out of industrial accidents in this country has been increased by the 
new ability of the injured party both to sue for damages at common law and 
to receive benefit under the National Insurance Scheme as well. In addition, 
the operation of the Legal Aid and Advice Act, 1949, has naturally caused 
unions to encourage workmen to submit claims for damages whenever possible. 
Although the United Kingdom rates of premium for some sections of industry 
were increased in 1951, further upward adjustments have had to be made 
this year; premium rates have also been increased overseas following adverse 
clams experience. 





LLoyD’s UNDERWRITERS 

A direct comparison of the experience of British insurance companies with 
that of Lloyd’s underwriters is unfortunately impossible. Each year’s account 
at Lloyd’s is separated and kept open for three years; and any comparison is 
further distorted by different methods of presentation of accounts. But it 
was noteworthy that in their 1950 account, which was closed at the end of 
last year, Lloyd’s underwriters earned a much smaller profit than the com- 
panies from “‘ other insurance business ”’ (fire and accident insurance, other 
than motor insurance, in the United Kingdom). The adjusted profit balance 
on this account for 1950 was no more than £522,000 (on {89.1 millions premium 
income) compared with an average profit of £7.4 millions for 1948 and 1949 
ona smaller premium income; profits in these years were broadly in line with 
those of the insurance companies. The data so far available suggest that 
Lloyd’s ‘‘ other insurance business ”’ accounts for 1951 and 1952 will show a 
profit commensurate with that of the insurance companies. 

The decline in Lloyd’s profit for 1950 seems to have been due to losses 
resulting from the exceptionally severe windstorm that swept through the 
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highly industrialized north-eastern United States in November, 1950, causing 
damage that has been estimated, perhaps somewhat pessimistically, to hay; 
totalled $150 millions. But although substantial losses from this storm fe 
upon the British insurance companies, their fire profits for 1950 were up t 
average; the less favourable experience of the Lloyd’s underwriters wa 
probably due to claims under excess-of-loss re-insurance treaties with Americar 
insurers. Such treaties cover only those losses from a given event that excee 
a predetermined figure (usually a high one); claims under them are therefor 
likely to be very light over a considerable period and exceptionally heavy 


comparatively rare occasions. 


OUTLOOK FOR INVESTORS 


What of the outlook for investors ? Out of disposable net profits of twenty 
of the leading composite offices last year of £16.8 millions, £10.6 million 
represented net interest earnings on the non-life assets. Traditionally- 
although there are individual exceptions where underwriting profits are con 
sistently good—insurance dividends are paid out of interest income. Near 
all the insurance companies stepped up their ordinary dividends for 1952. | 

The equities of the leading British composite insurance companies (and 
incidentally, also of the purely life offices) are often regarded as a hedge fu 
excellence against inflation, as first-rate investments with a long-term grovwti 
trend that is likely to be reversed only by political action. But inflatio 
affects insurers both ways. The premium income from a given volume ¢ 


business increases under the impact of rising prices in marine, fire, and- 


after a considerable time lag—in accident insurance; but it is continuously 
outstripped by the higher rate of increase in claims costs. Moreover, a risin 
premium income calls for larger reserves for unexpired risks. It follows tha 
the benefits of inflation to insurers accrue only when prices have levell 
off—as they did last year. Claim costs are then stabilized, the lag in th 
rise of premium income is made good, and the rate of increase in reserve 
against unexpired risks in much reduced. If there is no resumption of worlt 
wide inflation, the case for holding insurance shares is therefore probabl 
stronger now than it has been for some considerable time—provided tha 
interest rates here and overseas do not fall substantially. 
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American Review 


N the second quarter of 1953 the physical volume of American industrial pro- 
| duction (based on 1935-39 = 100) held to just above the 240 mark and the 

annual rate of gross national product went beyond $372,000 millions. These 
are not dramatic gains on rates scored from January to March; but there were 
only minor changes in price levels, and new post-war peaks were marked for output, 
consumption and investment. Personal consumption rose by an annual rate of 
nearly $3,000 millions; since personal incomes rose in turn from $281,600 millions 
0 $284,400 millions, there was no increase in personal savings. Government 
purchases of goods and services advanced by an annual rate of about $1,000 millions 
to $83,500 millions (rather less than had been forecast). The net rate of deficit 
on external accounts (including defence aid and other unilateral transfers) was 
again above $2,000 millions, due to rising American imports; the counterpart 
of this deficit, which has now gone on for a year, is the marked improvement in the 
gold reserves of the sterling area and of some western European countries. 


RISE IN INVENTORIES 

Domestic investment in fixed capital assets also rose, by an annual rate of 
about $1,000 millions in the quarter, to $52,000 millions. The one feature 
that signalled possible troubles ahead was the marked rate of annual gain in 
business stocks—from an addition of nearly $3,000 millions in the first quarter 
to $8,800 millions from April to June. In its official assessment of the mid-year 
position, the Department of Commerce noted “ some decline in demand for durable 
goods other than automobiles ”’ together with “‘ some pile-up of inventories and 
production cuts ’’ in items such as refrigerators, washing machines and electronic 
products. 

Seasonal influences and holiday shut-downs were at work in July when the 
Federal Reserve Board's index of production fell by 4 per cent.—from 241 to 232 
of the 1935-39 base. The Reserve Board's report on that month’s activity was 
generally reassuring. Output of durable goods was well maintained, with minor 
setbacks in steel but modest gains elsewhere; automobile assemblies were near 
the high rates attained in earlier months. Output was also high in the lumber 
and building industries (construction expenditures are forecast to reach a new 
peak of $24,500 millions for 1953) and production of non-durable goods was 
described as at ‘‘ very high levels ’’. 

The rise in inventories attracted very wide comment in July. The reported 
level of stocks in the hands of manufacturers, wholesalers and retailers was $77,600 
millions at the end of June; this represented a gain of nearly $3,000 millions in 
current dollars over six months. The rise for June alone was $700 millions, and 
this was concentrated heavily in manufacturers’ stocks, which rose by about 
$500 millions. The second quarter’s gain is certainly sharp, but measured by the 
rise in the physical volume of output and in the dollar value of national product, 
an inventory gain of about $2,500 millions over the past year is not necessarily 
alarming. In non-durable goods, especially, stocks are almost certainly at reason- 
able levels—that is why the output of soft goods ran at such a high rate in July. 
In durable goods, however, and more especially in the motor industry, the position 
must now be more vulnerable. Manufacturers’ sales were no longer rising in 
May and June. But forward buying of materials seems to have been cautious 
and caution will no doubt be reinforced by a warning to industry from the Depart- 
ment of Commerce that the inventory position should be “ watched carefully ”’ 
in the months ahead. 
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Weakness in the used car market has been another feature of Press comment 
over recent weeks. This is scarcely surprising; with more than 3,100,000 units 
produced in six months, there is growing evidence that manufacturers have caught 
up with all possible post-war “‘ deficiencies ’’. In this key industry, some decline 
in production seems virtually certain for 1954. 


BANKS AND THE DEBT 

Having supplied more than $1,000 millions of bank credit by open-market 
operations from April until early July, the Reserve Board has since returned to its 
earlier inactivity. [he banks heavily supported the issue of $5,500 millions of Tax 
Certificates, reported here last month, and applications went sl e $8,600 millions. 
A mid-August refinancing operation was performed successfully. The Treasury 
offered 23 per cent. one-year Certificates to replace a $2,800 millions 2 per cent. 
issue and had to provide only $97 millions in cash. A large part of this issue was 
in the hands of the commercial banks and that is also true a the $8,000 millions of 
3 per cent. bonds, the maturity of which will this month confront the Treasury 
with a bigger test. In a statement on monetary policy, Mr. George Humphrey, 


American Economic Indicators 


1953 
1950 I95I 1952 $$ ———_——_—_________ 
Mat Api May June 
Production and Business: 
Industrial production (1935-39 =100).. 200 220 219 242 242 241 241 
Gross private investment (billion $) .. 50.3 58.5 52.1 54.0 — ne 61.0 
New plant and equipment (billion $).. 20.6 25.0 20.5 27.4 = —- 28.7 
Construction (million $) is .. 2,396 2,574 2,604 2,079 2,926 2,909 _ 2,860 
Business sales (billion $) - 7 — 44.5 45.0 49.0 49.9 49.3 49.3 
Business stocks (billion $) vik — 74.0 74.9 74.2 70.0 77.1 77.5 
Merchandise exports (million $) a $560 1,164 1,095 1,385 1,384 1,430 om 
Merchandise imports (million $) es 738 QI4 893 ~=1,056 1,025 920 _ 
Employment and Wages: 
Non-farm employment (million) -» 52.4 53-9 54-4 55-7 55-1 55-2 55.5 
Unemployment (‘000s) .. - -- 3842 1,879 14,073 1,674 1,932 1,962 4348 
Unemployment as °%, labour force 5.0 3.0 27 49 2.5 2.4 2.4 
Hourly earnings (mfg.) ($) ia ~~ Ae 1.59 1.67 1.75 i<os 1.75 1.77 
Weekly earnings (mfg.) ($) v .. 59.33 64.71 67.97 72.10 71.40 71.63 72.04 
Pyices: 


fHigh 516 535 463) 


Moody commodity (1931 =100 . Al 1S 19 18 
y 3 Low 347 451 g09f * 4 4 4+ 4 
Farm products (1947-49=I100).. -» QO7.5 113.4 107.0 99.8 97.5 97.9 95.3 
Industrial (1947-49 = 100) pa ice 105.0 [uS.0 23.2 813.4 214.3 253.5 S808 
Consumers’ index (1947-49 = 100) »« 202.8 FEE.0 183.§ 183.0 323.7 234.0 1165 
Credit and Finance: 

Bank loans (billion $) 3.2. 87:7  Ga.2 G2 O6:3 G5 — 
Bank investments (billion $) Mud 4.9 TIS 74.8 73.3 72.6 — 
Bank loans (weekly) (billion $) 7.8 24.6 23.2 23.3 23.1 22.5 22.0 
Consumer credit (billion) 20.8 21.5 25-7 25.9 20.2 20.7 27.0 
Treasury bill rate (°%) 1.22 1.55 1.77 2.03 2.18 2.23 2.3 
U.S. Govt. Bonds rate (%) ; c« 00 2.37 2:68 2 59 2.97 3.09 3.00 
Money supply (billion $) - .. 180.6 189.8 200.4 I91. 192.2 192.1 192.4 

— - — 2,37) 


~ 


Federal cash budget (+ or —) (million $) +450 +1,244 — 1,641 + 4, ped 

Notes.—Latest figures are preliminary or estimated. For 1950-52, actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody’ 
spot commodity index shows high and low, 1950-52, and end-month figures this year; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
rates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1950-52, and quarterly 1953. 
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Secretary to the Treasury, has again sought to play down the extent to which 
the Treasury wishes to impose curbs upon credit. The goal, he declared, is 
“honest money’ rather than ‘‘ hard money’”’; and he added that care would 
always be taken not to press the market unduly. He reaffirmed the Treasury's 
desire to extend debt maturities where possible, but the market has taken the 
general tenor of his speech to mean that the vigorous funding policy that seemed 
to be in prospect with the earlier issue of the 3} per cent. “‘longs’”’ is not now 
regarded as feasible. The September operations may give some choice to pur- 
chasers, but the Treasury is not expected to press a longer maturity. 

A minor sensation was caused by the refusal of the appropriate Senate Com- 
mittee to hold up the adjournment of Congress so as to authorize an increase in 
the Federal debt limit from $275,000 millions to $290,000 millions. The Treasury 
at first declared that a refusal would bring conditions “ near to panic ’’, since the 
debt now stands very near to the lhmit—at nearly $273,000 millions—and since 
the coming months are expected to bring heavy deficits. This official line was 
abandoned subsequently when the Treasury stated that substantial funds were 
held in the banks and that ‘every effort ’’ would be made to cut expenditure and 
avoid the need for a special session. But Mr. Humphrey knows well that his margin 
for manoeuvre, in terms of budgetary expenditures or debt management, is now 
precariously thin; and this absurd piece of muddled “ sound finance ”’ by the 
Republican diehards—with the Democrats delighting in the political damage 
caused—could impose very awkward restrictions on a counter-cyclical policy if 
the need for it should arise. 








International Banking Review* 


Argentina 


HE Government has introduced legislation providing for new and more 

favourable treatment for foreign capital entering the country. It is proposed 

to guarantee new foreign investors the right to remit abroad up to 8 per 
cent. of net profits earned through the installation of new plants (or extension 
of existing plants) in industry and mining. This “ concession "’ applies after two 
years from the date of the investment. Repatriation of capital (including capitalized 
earnings) in quotas varying from Io to 20 per cent. annually will be possible ten 
years after the date of registration of the investment. 


Brazil 

A second offer to Britain for disposing of Brazil's sterling payments arrears of 
{63 millions is discussed on page 130 of this issue. 

The International Bank for Reconstruction and Development has approved 
a loan of $7.3 millions for electric power development in Brazil. The loan is for a 
term of 20 years and carries interest at 5 per cent. (including the usual I per cent. 
commission for allocation to the Bank’s special reserve). 

The Government has decreed new cuts in imports from the dollar area to 
reduce expenditure from $20 millions to $10 millions per month. This will involve 
a slowing down in industrial expansion and development projects, but the new 
Minister of Finance has asserted that the first essential is to overcome the external 
payments crisis and make the country live within its income. 





* News of United States banking appears in “‘American Review ”’ (page 181). Brief editorial 
discussion of particular items of international banking news appears in “‘A Banker’s Diary ’’ 
(pages 127-132 in this issue). 
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Ceylon 


The Budget for the financial year 1953-54 proposes the abolition of food 
subsidies. In the financial year 1952-53, the subsidies cost about Rs. 300 millions | 
—the equivalent of almost a third of the Government’s revenue. In addition, the 
Budget introduces new taxes to bring in Rs. 68 millions. After allowing for these 
changes, the estimates provide for expenditure of Rs. 1,000 millions (of which 
Rs. 250 millions is to be devoted to capital development) and for revenue of Rs. 933 
millions. The prospective deficit is intended to be covered by the issue of a local 
loan for Rs. 80 millions. 

A disinflationary Budget was needed to correct the external deficit that has 
emerged following the collapse in export prices. As an equilibrating measure, 
Bank rate has been further increased from 23 to 3 per cent. 


Egypt | 
To encourage importers to make full use of the facilities provided by the | 
‘import entitlement accounts’ system, the Government has increased the | 
entitlement period to six months, and has ruled that premiums paid on sterling | 
or American dollars shall be considered as part of the cost of the goods imported 
under these arrangements. The decision is stated to be of considerable importance 
especially for price-controlled goods and for computing commercial and industrial 
profits that are subject to taxation. 


Finland 


The new Coalition Government has introduced legislation to reduce taxation 
by 10,000 million marks. Income tax and the tax on company profits are to be 
cut by 12} per cent., and purchase tax on items listed as essential is to be dis 
continued altogether. At the same time, Government expenditure is to be cut by 
21,000 million marks by reducing family allowances and other economies. 


France 


The measures proposed by the new Laniel Government to remedy the country: 
continuing economic crisis have led to a wave of crippling strikes. These are 
discussed in a note on page 127 of this issue. 

In order to discourage speculative activity against the franc, French banks 
have been forbidden to buy forward francs in other countries except for purchases 
for their own commercial orders or for deals that cannot be completed in the 
Paris market. 

The franc area incurred an overall balance of payments deficit of $652 millions 
in 1952 (the deficit in 1951 was no less than $1,058 millions). More than half last 
year’s deficit— $352 millions—was covered by U.S. aid, and a further $199 millions 
by credits from the European Payments Union. The balance was settled on 
capital account—mainly through loans raised abroad by the French Treasury. The 
improvement over I951I was more than explained by the fall in the value of imports; 
this represented some decline in volume but was mainly a reflection of the fall 
in commodity prices. Exports from metropolitan France were also lower, but 
to a much smaller extent. Net tourist receipts fell sharply from $190 millions to | 
$134 millions. 

Arrangements have been made for a loan of $100 millions from the United 
States Export-Import Bank; the loan represents advance payments on accoum! 
of American offshore orders due to be placed in France in the coming year. 
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Germany 


The Bank Deutscher Laender (the West German central bank) has announced 
that it is willing to authorize an expedited settlement of medium and long-term 
German foreign debts for small sums. In the case of small private debts, the amount 
must not have exceeded Dm. 10,000 on December 31, 1952; the limit for loans is 
Dm. 600,000. The bank states that creditors and debtors will be allowed to agree 
on immediate repayment of the total outstanding or on repayment in instalments 
at short intervals. 

The United States dollar has been brought within the scope of the system of 
free quotations on the Frankfurt foreign exchange market. West German foreign 
trade banks have been authorized by the Bank Deutscher Laender to trade free 
American dollars against deutschemarks among themselves and with their custo- 
mers; they can also trade U.S. dollars against free Swiss francs and Canadian 
dollars among themselves, with American banks and with other foreign banks 
authorized to deal in foreign currencies. They are also permitted to carry out 
forward dealings in free U.S. dollars on the same terms as cash dealings. The 
Bank Deutscher Laender will not issue quotations for U.S. dollars and will largely 
abstain from dealing in them in the forward exchange market. It is also largely 
to abstain from forward trading in Italian lire, Norwegian crowns and Portuguese 
escudos. 

The West German visible trade surplus in July was at the record level of 
{23 millions. German exports in the first seven months of 1953 amounted to 
53-9 per cent. of British exports—compared with 48.1 per cent. in the corresponding 
months of 1952. 


Greece 


The Minister of Co-ordination has stated that no commitments regarding the 
servicing of foreign loans were made during his talks with the British authorities. 
He said that the Greek Government was interested in restoring Greece’s credit 
standing, but that the essential pre-requisite for commitments was a recovery in 
the Greek economic situation. 


India 

A new financial agreement covering releases of sterling balances has been 
negotiated with the British Government to replace the six-year pact which expired 
on June 30 last. The new pact, which is to remain in force until June 30, 1957, 
consolidates all the provisions of previous agreements on the use of the balances 
and does not modify any established arrangements. 

The Reserve Bank has announced that it will in future accept rediscounts of 
usance bills from scheduled banks with deposits of 50 million rupees or more. 
This means that twenty-five scheduled banks will be able to take advantage of 
rediscount facilities instead of fourteen as hitherto. 


Indonesia 


The annual report of the Bank of Java, the Indonesian central bank, points 
out that the country’s overseas expenditure exceeded receipts by no less than 
Rupiahs 4,327 millions in 1952, in contrast with a surplus of Rupiahs 1,200 millions 
in 195r. This caused a net decrease in gold and foreign exchange reserves of 
Rupiahs 2,578 millions. The report states that Indonesia is living far beyond her 
means, but the Government has still not abolished what is described as the “* exor- 
bitant luxury ”’ of the seven-hour working day. Real income per head of population 
is said to be less than 60 per cent. of the 1938 level. 
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Israel 


A committee of nine experts, appointed by the Prime Minister to investigate 
the possibility of a relaxation of exchange control, has recommended the official 
devaluation of the Israeli pound and the abolition of the multiple rate system 
developed over the past few years. The committee unanimously recommended 
that a single and realistic rate of exchange should replace the present five-tier 
system, but disagreed on the rate to be chosen. The majority favoured a rate of 
{ Israeli 1.8 to the U.S. dollar for all transactions, while the minority suggested a 
rate of £ Israeli 1.5 to the dollar for income derived from American grants and 
German reparation payments, and a freely floating rate for all other transactions. 
The majority also advocated the maintenance of complete control over foreign 
exchange, but a minority was in favour of allowing free dealing in all foreign 
currency receipts from capital transfers, exports and foreign investment income. 

An urgent request to the American Government for an official loan of $75 
millions has been rejected. The money was said to be needed for the repayment 
of numerous short-term obligations now nearing final maturity dates. 


Japan 

The Japanese authorities have obtained the approval of the British Exchange 
Control for the renewal and extension of the dollar ‘‘ swap ”’ transactions arranged 
with British banking institutions earlier in the year. Japan's sterling shortage is 
discussed 1n more detail in a note on page 130 of this Issue. 

A survey of the country’s economic future issued by the Minister of Inter- 
national Trade and Industry estimates that Japan will need the equivalent of 
{1,100 millions of new investment if a self-sufficient economy is to be built up 
within five years. 


Libya 
Under a treaty of friendship and alliance concluded with the British Govern- 
ment, Britain is to grant financial aid to Libya for a period of twenty years in 
return for the grant of certain military facilities. For the first five years Britain 
will make an annual payment to Libya of £1 million for economic development 
and £2.75 millions as a contribution to the Libyan Budget. A re-assessment of the 
assistance arrangements will take place at the end of each five-year period. 


Netherlands 


The Dutch foreign exchange authorities have announced that henceforth all 
Dutch residents, including business concerns and commercial banks, will be per- 
mitted to hold foreign exchange balances, including American and Canadian 
dollars and Swiss francs. Neither these nor any other currency need in future be 
handed over to the Netherlands Bank. 

All foreign currencies save American and Canadian dollars and Swiss francs 
may now be converted freely into each other for transactions on current account. 
This measure appears to give the guilder a measure of exchange freedom second 
only to the Swiss franc in Europe. : 

The regulations governing the opening of Dutch ‘“‘ TN ”’ accounts—transferable 
accounts in guilders held by non-residents of the Dutch monetary area—have been 
further modified to assist the transfer abroad of sums belonging to Dutch emigrants. 
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New Zealand 


There was an overall balance of payments surplus of £34.7 millions for the 
year to June 30, 1953—-compared with a deficit of £51.3 millions in 1951-52. The 
favourable balance with non-sterling countries was {36.4 millions, some £11 millions 
above the figure the Dominion undertook to achieve as her contribution to the 
sterling area recovery programme. 


Pakistan 


The British Government has undertaken to grant a credit of {10 millions to 
Pakistan to finance the purchase in Britain of capital goods. The loan will bear 
interest at the rate of 4 per cent. and will be repayable over 10 years; during the 
first three years, only interest charges will be met. It is expected that the loan 
will be utilized over a period of two to three years. Other aspects of the loan are 
discussed in an article on page 140 of this issue. 

The Dominion Government has established a Planning Board under the 
direction of Mr. Zahid Husain, formerly Governor of the Pakistan State Bank. 
The six-year national development plan prepared by the Pakistan Planning 
Commission in 1948 has been abandoned, and the new Board has been ordered to 
prepare a five-year national development plan to date from April I, 1954. 

Under a special agreement concluded with the French Government, there will 
be an exchange of goods to the value of Rs. 200 millions in each direction during 
the remainder of 1953. Any net indebtedness outstanding at the end of the year 
will be settled in sterling. 


South Africa 


The Budget statement for 1953-54 provides for new taxation designed to yield 
{11.4 millions. The new taxes include an increase in the excise duty on petrol 
and higher duties on cars manufactured and assembled in the Union; an increase 
in the transfer duty from 3 to 4 per cent.; and a compulsory savings levy on 
incomes and company profits (excluding those from gold mines). The Budget 
surplus should then amount to {0.5 million; the realized surplus in 1952-53 was 
{14.8 millions. The new taxes were needed to finance the record loan account 
expenditure in prospect—{92.4 millions, or £16.5 millions more than in 1952-53. 
The Finance Minister estimated that about £47.7 millions of this sum could be 
drawn from internal sources and £8 millions from external loans. 

Official figures show that the new private capital inflow into the Union was 
only {5 millions in the first quarter of 1953 and {9 millions in the second quarter. 


Soviet Union 


The draft State Budget for 1953 submitted by Mr. Malenkov to the Supreme 
Soviet provides for total revenue amounting to roubles 543,360 millions and 
expenditure of roubles 530,500 millions. The surplus of roubles 12,860 millions 
is only about a third of the 1952 surplus; concessions were made on both the 
expenditure and the revenue sides—the load of taxation on the peasant in par- 
ticular is to be lightened, and turnover taxes are to be substantially reduced. 

Mr. Malenkov claimed that output of capital goods and fuel and power had 
trebled since 1940, while production of consumer goods had risen by only 73 per 
cent. In 1953, 320 million tons of coal, 38 million tons of steel, 52 million tons of 
oil and 133 billion kwh of electricity are due to be produced; in a significant section 
of his survey of the Soviet economy, Mr. Malenkov promised some relaxation of 
this excessive concentration on heavy industry at the expense of the consumer. 
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Switzerland 


The Swiss Bank Corporation and the Credit Suisse have jointly arranged to 
open a ¢ redit of Swiss francs 60 millions in favour of the French nationalized coal- 
mining corporation. The new loan is guaranteed to the extent of 80 per cent. by 
the Swiss Federal Government. 


Turkey 


To reduce arrears in commercial payments, Turkey has made a purchase from 
the International Monetary Fund of $10 millions, £2 millions and Dm. 11.5 
millions. This transaction involves a waiving by the Fund of the normal stipula- 
tion that a member shall not purchase other currencies to an amount exceeding 25 
per cent. of its quota in any period of twelve months. The I.M.F.’s holding of 
Turkish liras now amounts to no less than 144.8 per cent. of the Turkish quota; 
and Turkey is to repurchase the Fund's excess holdings over the next three and 
a half years. 

The British Export Credits Guarantee Department has reduced the cover it 
offers on exports to Turkey and increased rates of premium payable in respect of 
such business; this move was forced on the Department by the delay in payment 
for British goods imported into Turkey. 

Parliamentary approval has been obtained for legislation increasing the capital 
of the Turkish Real Estate and Credit Bank from £T3 millions to £T300 millions 
by the issue of 3 million shares of {T100 each. The function of the bank will be 
to advance funds for house building. Loans will be at 5 per cent. for a maximum 
period of 20 years. The resources of the bank will also be used to promote the 
production of cement. 

Under an agreement Sane with the British Government, £30 millions will 
be struck off the debt of £374 millions incurred by Turkey as a result of armament 
credits from Britain in the early years of the Second World War and in the years 
immediately preceding it. The remaining {7} millions will be paid in seven equal 
annual instalments, commencing in March, 1954. 





Appointments and Retirements 





Barclays Bank—Head Office: Mr. C. A. Shead, a general manager’s assistant, to be an assistant 
general manager. Chief Foreign Branch: Mr. F. S. Bedford to be a joint manager. Wiundsor: 
Mr. E. K. Stewart-Smith, M.B.E., an assistant general manager, to be a local director. Euston: 
Mr. H. M. Jones, from Bishopsgate, to be manager. Kensal Rise: Mr.-J. E. Cant, from Russell 
Sq.,to be manager. Notting Hill Gate: Mr. W. H. Tregaskes, from 160 Piccadilly, to be manager. 
St. Mary Axe: Mr. J. R. Beale, from Euston, to be manager. Abingdon: Mr. J. W. Cloney, from 
Oxford, Summertown, to be manager. Bridport: Mr.S. J. James, from Torrington, to be manager. 
Brighouse: Mr. D. G. Steer, from Knaresborough, to be manager. Farnborough: Mr. S. P. Hanks, 
from Windsor, to be manager. Auaresborough: Mr. H. Fisher, from Brighouse, to be manager. 
Llangefni: Mr. E. Roberts, from Haverfordwest, to be manager. Luton: Mr. W. C. E. Sait, 
from Wolverton, to be manager. Oxford, Banbury Rd.: Mr. T. A. Warnock to be manager. 
Oxford, Summertown: Mr. E. G. R. Stedman, from Cornmarket St., to be manager. Torrington: 
Mr. C. R. Lucas, from Bristol, to be manager. Wolverton: Mr. A. E. Sharman, from Hoddesdon, 
to be manager. 

Clydesdale & North of Scotland Bank—Inverkeithing: Mr. J. R. F. Paterson, from Cupar, 
to be manager on retirement of Mr. J. A. Gillies. Stonehaven: Mr. W. D. Gall, from Head Office, 
to be manager on retirement of Mr. A. W. McDonald. Wishaw: Mr. J. Blaney to be sole manager 
on retirement of Mr. D. Sutherland. 

District Bank—Radcliffe: Mr. O. Almond, from Rochdale, to be manager. 

Glyn, Mills & Co.—Head Office: Mr. H. W. J. Mitchell to be assistant general manager. Foreign 
Depi.: Mr. D. J. Kent to be manager. 
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of Mr. J. R. Wilson. Carmarthen: Mr. J. M. W. Griffiths, from Barry Docks, to be manager op 
retirement of Mr. D.C. Jones. Dartford: Mr. N. S. Elson, from Bexleyheath, to be manager 0) 
retirement of Mr. C. J. Lloyd. Fareham: Mr. E. C. Bartlett, from Head Office, to be manager. 
Finsbury Park: Mr. N. E. Smith from Law Courts, to be manager. Norwich: Mr. W. E. K 
Bryant, from Head Office, to be manager. Shoreditch: Mr. A. R. Plaskett, from Finsbury Park 
to be manager. Slough: Mr. P. S. Eyres to be manager on retirement of Mr. L. F. H. Helps 
Tipton: Mr. H. J. C. Musgrave, from Handsworth, Birmingham, to be manager. West Smithfield: 
Mr. J. L. Wright, from Shoreditch, to be manager in succession to Mr. L. J. Cotton. Witham: 
Mr. J. W. Purser to be manager. York: Mr. J. E. Gollifer, from Newcastle-on-Tyne, to be 


Lloyds Bank—Birtley: Mr. J. G. Collins, from Stockton-on-Tees, to be manager on retirement 


manager. 

Martins Bank— Vanchester—District Office: Mr. R. Tonge to be assistant district manager: 
City Office: Mr. H. Blundell to be manager. Hendow: Mr. A. H. Gain, from Chislehurst, to be 
manager. Aingsway: Mr. E. St. G. Tyrrell, from Dartford, to be manager. Oxford Circus: 
Mr. F. Roberts, from Kingsway, to be manager. Dartford: Mr. F. H. J. Pattenden, from Hendon 
to be manager. Huddersfield: Mr. J. E. Leake, from Lancaster, to be manager. Kirkby Stephen 
Mr. H. Duncan to be manager. Lancaster: Mr. J. G. Young, from Kirkby Stephen, to be manager, 
Rochdale: Mr. W. Beswick, from Wigan, to be manager. Wigan: Mr. W. S. Hammond, from 
Huddersfield, to be manager. 

Midland Bank—Head Office: Mr. E. R. Walker to be an assistant general manager on retirement 
of Mr. T. G. Buchanan. Bayswater, Queensway: Mr. M. H. Ostler, from Westminster, to be 
manager on retirement of Mr. H. W. Strike. Bedford: Mr. S. G. Oxland to be manager on 
retirement of Mr. W. Porter. Blackhill: Mr. G. P. Hepple, from Newcastle-on-Tyne, to be manager 
on retirement of Mr. A. Thubron. Colchester: Mr. R. D. Bradley, from Stourport-on-Severn, to 
be manager in succession to Mr. W. V. Bovey. Hay-on-Wye: Mr. G. I. Roberts to be manager 
on retirement of Mr. S. G. B. Thresh. Haywards Heath: Mr. F. Burns, from Bath, to be manager 
on retirement of Mr. A. G. Lander. Pateley Bridge: Mr. H. D. Gould, from Malton, to be manager 
on retirement of Mr. F. J. Innes. Shaftesbury: Mr. R. C. Pile to be manager on retirement of 
Mr. H. B. Linley. Stourport-on-Severn: Mr. R. J. Smith, from Walsall, to be manager in succession 
to Mr. R. D. Bradley. Tarporley: Mr. J. A. Broady, from Northwich, to be manager in succession 
to the late Mr. J. G. Morris. Whitton: Mr. A. W. Mander to be manager. Worcester: Mr. W.Y. 
Bovey, from Colchester, to be manager in succession to Mr. W. R. Langdale. 

National Provincial Bank—Head Office: Mr. W. Lynn to be a joint general manager. Mr. 
R. V. Abbott, from Fenchurch St., to be an assistant general manager. Catford: Mr. R. F. 
Penny to be manager. Hackney: Mr. L. R. Cripps, from East Sheen, to be manager on retirement 
of Mr. W. L. Star. Hammersmith: Mr. J. J. Quinlivan, from Catford, to be manager on retirement 
of Mr. E. A. Rumney. Stratford: Mr. L. G. P. Nind, from Ilford, to be manager of this new 
branch. Bromsgrove: Mr. G. B. Nichol, from Carlisle, to be manager of this new branch. Cardiff: 
Mr. H. A. Davies to be manager of Whitchurch Rd., now a full branch. Cowes: Mr. V. R. M 
Hoar, from Penzance, to be manager on retirement of Mr. G. Goodman. Driffield: Mr. A. R 
Woolley, from March, to be manager on retirement of Mr. D. Sinclair. Letchworth: Mr. G 
fletcher to be manager on retirement of Mr. H. A. Williams. Penistone: Mr. J. L. Tullie, from 
Batley, to be manager on retirement of Mr. W. Gray. Solihull: Mr. C. Forsyth, from Bristol, t 
be manager on retirement of Mr. H. W. Stradling. Stowmarket: Mr. J. C. Robson, from Ipswich 
to be manager. 

Royal Bank of Scotland—Mr. W. A. Watt and Mr. W. R. Ballantyne to be cashiers and general 
managers on retirement of Mr. J. M. Thomson. Campbeltown and Carradale: Mr. A. J. Houston, 
from Edinburgh, to be manager in succession to the late Mr. E. H. S. Thompson. Cupar: Mr 
Db. B. Wilkinson, from Lesmahagow, to be manager on retirement of Mr. A. J. Calder. Lesmahagou 
Mr. K. MacKenzie, from Head Office, to be manager. 

Union Bank of Scotland—Mr. J. B. Rankin, B.L., to be secretary on retirement of Mr. | 
Thomson. Glasgow, Tollcross: Mr. G. C. Livingstone, from Ingram Street, to be manager on 
retirement of Mr. David A. Gillies. London Office: Mr. R. Orr to be London manager on retire: 
ment of Mr. D. Munro. Glasgow, Union Street: Mr. C. J. Duncan, from Regent Street, to be 
manager in succession to Mr. I. C. Grant. London, Regent St.: Mr. J. L. L. Adams, from Dun- 
fermline and Crossgates, to be manager. Dunfermline and Crossgates: Mr. D. Campbell, M.B.E 
T.D., from Fishmarket, Aberdeen, to be manager. 

Westminster Bank—J4Acton: Mr. F. L. Pollard to be manager on retirement of Mr. R. E. \ 
Toop. Bayswater: Mr. L. S. Household, from Westbourne Grove, to be manager on retiremeit 
of Mr. W. H. Runacres. Colwyn Bay, Old Colwyn and Rhos-on-Sea: Mr. J. H. Bigland, from 
Liverpool, to be manager. Fairfield, Liverpool: Mr. E. B. Howell, from Market Branch, Liverpool 
to be manager. Leigh-on-Sea, Benfleet, Hadleigh and Leigh-on-Sea, Highlands: Mr. R. Windet 
to be manager on retirement of Mr. G. Stanley. Maryport: Mr. G. S. Bennett, from Cleatot 
Moor, to be manager on retirement of Mr. G. N. S. Porter. Rayleigh: Mr. E. B. Bradford, from 
Westcliff-on-Sea, to be manager on retirement of Mr. C. S. St. C. Matthews. Southampion: 
Mr. G. S. Graver, from Westcliff-on-Sea, to be manager on retirement of Mr. E. G. Whatmore. 
Southfields: Mr. J. H. G. Gilchrist, from Clapham, to be manager on retirement of Mr. A. H 
Smith. Westcliff-on-Sea: Mr. B. W. Wilkes, from Southend-on-Sea, to be manager. 
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Banking Trends over Thirty Years* 








‘* Risk ’’ Assets 
Liquid Assets — 
Net Invest- Combined 

Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: £mn. £mn. % {mn. £mn. of 
1921 7 1,759 680 38 a 325 833 64 
1922 1,727 658 37 — 391 750 64 
1923 1,628 581 35 _ 356 761 67 
1924 1,618 545 33 — 341 808 69 
1925 1,610 539 32 ae 286 856 69 
1926 1,615 532 32 _ 205 892 70 
1927 1,661 553 32 — 254 928 69 
1928 1,711 584 33 —- 254 948 68 
1929 1,745 568 32 — 257 991 69 
1930 1,751 596 33 ~— 258 963 68 
1931 1,715 560 32 — 301 919 69 
1932 1,748 611 34 oe 348 844 67 
1933 1,909 668 34 — 537 759 66 
1934 1,834 576 31 — 560 753 70 
1935 1,951 623 31 _ 615 769 69 
1936 2,088 692 32 ~- 614 839 68 
19360 2,160 713 32 a 643 865 68 
1937 2,225 683 30 “ 652 954 70 
1938 2,218 672 30 — 637 976 71 
1939 2,181 648 29 — 608 9gI 71 
1940 2,419 785 31 73 666 955 65 
1941 2,863 676 23 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
1943 3,554 723 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,156 768 41 
1946 4,932 1,280 25 1,492 1,345 888 44 
1947 5,463 1,646 29 1,308 1,474 1,107 46 
1948 5,713 1,703 29 1,284 1,479 1,320 47 
1949 5,772 1,920 32 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 52 
I95I 5,931 2,308 38 247 1,624 1,822 56 
1952 5,856 2,097 34 — 1,983 1,838 62 
1951: 

Oct. f 5,981 2,423 39.1 177 1,555 1,897 55-7 

Nov.f 5,973 1,981 32.0 108 2,033 1,925 64.0 
1952: 

May 5,697 1,944 32.9 — 1,932 1,891 64.8 

June 5,817 2,106 34.7 — 1,917 1,860 62.3 

July 5,844 2,175 35.9 ~-- 1,917 1,823 61.7 

Sept. 5,927 2,327 38.0 — 1,921 1,748 59.9 

Dec. 6,154 2,387 30.0 — 2,148 1,749 60.4 
1953: 

May 5,865 2,042 33.6 — 2,123 1,772 64.0 

June 6,023 2,192 34.0 —- 2,136 1,763 63.5 

July 6,014 2,215 35-5 —- 2,140 1,730 61.9 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 


t Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
policy and the first special funding operation. 


Floating, Debt 




















Aug. 14, July 18, July 25, Aug. 1, Aug. 8, Aug. I5, 
1952 1953 1953 1953 1953 1953 
Ways and Means Advances: £m. £m. £m. £m. £m. £m. 
Bank of England i —- 0.8 3.3 2.8 — _ 
Public Departments .. 279.8 263.5 249.7 227.0 208.1 225.4 
Treasury Bills: 
Tender .. - 7 3030.0 3200.0 3220.0 3250.0 3290.0 3310.0 
Tap - és .. 1450.6 1464.0 1469.1 1424.3 1389.0 1414.8 
4928.3 4942.1 4904.1 4887.1 4950.2 
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4700.4 
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BANKING STATISTICS 193 
National Savings 
(£ millions) 
_— Savings | Savings 
ned Certi- Defence Savings Certi- Defence Savings 
) ficates Bonds Banks Total | ficates Bonds Banks Total 
(net) (net) (net) Small | (net) (net) (met) Small 
| 1952 Jan. 0.2 -— 4.0 7.5 3-7 
19950 I .. -—- §-5- Q9.!I 36.6 22.0 | Feb. “ey Oo Feo “a= Beg 
II .. -10.9- 9.6 6.4 - 14.1 Mar. 3? “50 $3- 97 
II .. -13.6- 7.5 - 2.4 - 23.5 April... - 2.6 - 7.1 5.4 - 4.3 
Vv .. «84 2:3< 4.3 4 May .. -— 3.8 -11.6 -— 5.6 — 21.0 
June... -—1.5 -— 7.2 — 4.2 — 12.9 
| uly .. — 3.7 — 7.7 18.3 — 29. 
mst To. 27-5 3-9 3.3 34.7 | ae. nah cue ages eee 
Il 15.3 - 90.1 — 28.9 — 13.7 | Cont as 66 i" 
as (4: I.0 — 10.3 - 5 - 20.8 | an “ “22 z 
IV .. —O.I — 21.4 - .O — 22.5 lai — ae — 3-9 
Nov. .. 2.8 -—-2.1 —5.6—- 4.9 
Dec. I.g — 2.1 -30.9 — 31.I 
1952 I 5.6 - 27.2 15.3 - 0.3 1953 Jan. 8.6 -—5.5 4.0 7% 
IT —- 7-9 - 25-9 —- 4-4 — 35.2 Feb. 5-0 —4.0 — 3.5 4-5 
Hr. 1.5 — I1.3 — 24.9 — 34-7 Mar. bak: «88 = 43 5.9 
IV... 7-6 3.2 — 34-5 — 30.1 April .. 4.8 -6.7 —-3.8— 5.7 
| May 4.8 -— 6.9 -I1I.7 — 13.8 
1953 I .. 19.6 -— 16.3 2.4 5-7 | June .. 3.6 -11.8 -— 6.2 — 14.4 
IT 13.2 — 25.4 — 21.7 — 33.9 | July 5-6 —9.9 —21.4 — 25.7 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 
Surplus (+-) or Deficit (—) Financed by : 
——-—— Reserves 
With With Net American Special Change _ at end of 
Years and E.P.U.* Other Surplus or Aid Creditsf in Period 
Quarters Areas Deficit Reserves 
1940... ~ — — — 90d — +1123 + 220 2690 
1947 ee = me omen —4I3I1 — - 3513 — O15 2079 
1945... + — — —1710 632 + 805 — 22: 1556 
1949 o. _ — — —1532 1196 + 165 — 163 1688 
1950... so “= Be + 7QI + 805 762 + 45 +1612 3300 
I95I .. 2 =II2 ~— 876 — 988 199 — 176 — 965 2335 
1952... .. —276 — 460 — 736 28 — 181 — 489 1846 
1952: 
7 . as .. —219 — 417 — 636 I — — 635 1700 
}  « »» —143 —- 73 — 216 201 — - 15 1055 
Me +s ..  —127 —- 6 — 133 133 _ saat 1685 
| IV... -- 72T3 + 39 + 249 93 — ISI + 601 1846 
1953 : 
January -. + 58 + 30 + 88 44 ~— 132 1978 
February .. + 18 + 74 + 92 33 ~~ + 125 2103 
: March .. -. + I9 + 15 + 34 29 —— 1 63 2166 
B- «es -« + 95 + 119 + 214 106 — + 320 2166 
ry salina é nee 
April .. -. + It + 76 + 87 20 — + 107 2273 
May... .+ + 21 + I4 + 35 13 —-- + 48 2321 
June... .. + 10 + 8 + 18 28 — + 46 2367 
Ds II den |. of Ae +. 2 eal 
3 ‘ sa 42 ) - 140 OI = + 201 2367 
; July .. .. + 2 + 51 + 53 36 — + 89 2456 
4 * Portion of monthly deficit or surplus settled in gold (in month following each accounting 
0 period). 
8 _t Comprising $4,909 millions from U.S. and Canadian credits in 1946-50; $420 millions from 
am the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual 
2 service charges on the U.S. and Canadian loans paid in December of 1951 and 1952 are 
a included as a debit item. 
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New Agreement with Turkish Government Ratified 





Lord Latymer on Profit Remittances 





HE 86th annual general meeting of Otto- 
[= Bank was held on August 5 at Win- 
chester House, Old Broad Street, London, 

C. 

The Rt. Hon. Lord Latymer (the chairman) 
presided, and in the course of his speech, said: 
At the meeting last year you were told that the 
Turkish Government had given notice to ter- 
minate the Convention of 1933 and that a new 
Agreement had been signed which was to come 
into force on its ratification by the Grand 
National Assembly of the Republic of Turkey. 
This ratification has now taken place. Broadly 
speaking, under this new Agreement your 
Bank, while retaining its registered office in 
Istanbul, will be treated by Turkish Law as a 
foreign bank operating in Turkey. 

The capital in Turkish pounds allocated to 
the Branches in Turkey will be adjusted on the 
basis of the laws in force at the time of the 
signature of the Agreement. If, in the future, 
the laws should require this capital to be in- 
creased, for reasons other than the opening of 
new Branches, the additional amount necessary 
will be constituted by means of forward ex- 
change operations in sterling against Turkish 
pounds, to be arranged with the Central Bank 
of the Republic of Turkey. 

The Agreement remains in force. until 
March 1, 1975, at which date it may be ter- 
minated by the Turkish Government after 
giving two years’ previous notice to expire on 
that date. If such notice .be not given the 
Agreement will continue thereafter, each party 
having the right to determine it on giving two 
years’ notice at any time thereafter. 

In the Agreement the Bank undertook to 
prolong its existence as a company for a 
period not less than that of the Agreement 
itself, and you will be asked to agree to a 
resolution prolonging the life of your Bank 
fora period of 99 years dating from the rati- 
ication, that is to say from July 3, 1953. 

These are the main provisions of the new 
Agreement and, in my opinion and in the 
opinion of your Committee, it is a fair one 
which will prove to be satisfactory to both 
parties. Your Bank will continue to use every 
endeavour to be of all possible service to Turkey 
and I feel sure that it will carry out those very 
useful functions, to the benefit of the country, 
which it has always performed in the past. 

Turkey, with a consistent policy and ex- 
perienced statesmen, continues to exert a 
stabilising influence in the Middle East. 


Egypt 
The prosperity of Egypt is indissolubly 
inked with the production and sale of the 
cotton crop, and it was unfortunate for the 
present Government that the world price for 
cotton was declining rapidly just at the 
moment when it assumed power. 


The present difficulties which Egypt faces 
must not screen her main and permanent 
problem, that of increasing her agricultural 
output to feed and mairitain an ever-mounting 
population. This must be done, however, with- 
out any serious decrease in her cotton pro- 
duction. What is vital is not only agricultural 
improvement but agricultural expansion. There 
are in course a number of important plans, in- 
volving admittedly heavy capital expenditure, 
including several for bringing, by water storage 
and systematic irrigation, much land now 
barren into fruitful cultivation. When some 
or other of these are achieved, as with a return 
of economic stability they doubtless will be, 
Egypt will face the future with confidence. 

You will realise that 1952 was a difficult year 
for Banks operating in Egypt. 

Lord Latymer then gave a detailed review 
of the other countries where the Bank had 
interests, and continued: 


Balance Sheet Items 


Turning to the Balance Sheet, it will be 
observed that deposits are down by some 
£14,000,000 by comparison with the record 
figure last year. This reduction was not un- 
expected in view of the devaluation of the 
Israel pound in February, 1952, and the general 
falling-off in international trade during 1952. 
It is satisfactory to note, however, that the 
figures are still above the 1950 level. 

Our assets continue to show a liquid position 
with contractions proportionate to the lower 
figure of deposits. The ratio to deposits of 
cash and money at call is 29 per cent., bills 
receivable 19 per cent. and investments (which 
are mainly short-dated British Government 
Securities) 18 per cent. Advances and other 
accounts at £30,257,195 bear exactly the same 
ratio to deposits as last year, namely, 41 per 
cent. 

As regards the profit and loss account, you 
will probably recall that I mentioned last year 
the increasing difficulty of remitting profits in 
time for them to be included in the figures for 
the year in which they were earned. You will 
not be altogether surprised, therefore, to see 
that the amount we have been able to include 
as result for the year is down from £303,038 
to £189,621 whilst the figure of remittances in 
respect of profits of previous years is up from 
£113,946 to £262,968. It seems probable that 
this state of affairs will be continued in future 
years. The total available for 1952, including 
the balance brought forward from 1951 of 
£27,870, is £480,459, out of which the suggested 
appropriation to ‘‘ Reserve for Contingencies ”’ 
is again £250,000, leaving a balance of £230,459. 

The committee propose that a dividend of 8s. 
per share be paid again this year, absorbing 
£200,000 and leaving £30,459 to be carried 
forward to 1953. 

The report was adopted. 
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SANWA BANK 


Authorized Foreign Exchange Bank 


THE 
EASTERN 
BANK LTD 


Subscribed Capital £2,000,000 
Paid-up Capital £1 ,000,000 
Reserve Fund £1,250,000 















Every description of Banking and 
Exchange business undertaken. 





Branches in 


IRAQ, PERSIAN GULF, ADEN, 
INDIA, PAKISTAN, CEYLON, 
SINGAPORE and MALAYA 


Head Office: 


2 & 3 CROSBY SQUARE 


BISHOPSGATE, E.C.3 


Chairman of the Board 

& President: TADAO WATANABE 

Capital: ¥ 2,500,000,000 

Hea1 Office: IMABASHI, OSAKA 

Tokyo Office MARUNOUCHI, TOKYO 

San Francisco 

465 CALIFORNIA STREET, 

SAN FRANCISCO 

A complete network of 185 nation- 

wide branches and woridwide 
correspondents 


Brancnh: 
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THE STANDARD BANK OF SOUTH AFRICA 





Additional Resources for Expansion 





Sir Frederick Leith-Ross on Trading Conditions 





HE one hundred and fortieth ordinary 

meeting (being the annual general meeting 

for the year 1953) of The Standard Bank 
of South Africa, Ltd., was held on July 29 in 
London, Sir Frederick Leith-Ross, G.C.M.G., 
K.C.B. (the chairman), presiding. 

The following is an extract from his circu- 
lated statement: If you will turn to the balance 
sheet you will observe that the position shown 
is one of greater liquidity than last year. This 
arises from a period of relative stabilisation in 
Southern Africa. 

The items cash in hand and cash at call and 
short notice are up by /12 million, bills dis- 
counted (which largely represents Union 
Government and United Kingdom Govern- 
ment Treasury bills) are up by 417 million, and 
remittances in transit up by #8 million, so that 
there is an increase of £37 million in our most 
liquid assets. On the other hand, the items 
bills of exchange and advances to customers 
are together £15 million less than they were a 
year ago and the item investments is down by 
{5 million, while there is an increase of £17 
million under the heading current and deposit 
accounts, which represents, of course, an equi- 
valent addition to our cash resources. 

The reserve fund now stands at £6 million 
as against 45 million at this time last year. The 
issued capital, amounting to £5 million, re- 
mains unchanged, but there was posted to you 
on June 27 a circular advising you that the 
Board have decided to issue and offer to share- 
holders 2,000,000 new {1 shares which will be 
fully paid up and which will increase the capital 
from £5 million to £7 million. The premium on 
the shares will be placed to share premium 
account and the reserve fund further increased 
accordingly. 

From the profit and loss account you will 
see that after providing for taxation, after 
making a transfer to the credit of reserve for 
contingencies and after making an allocation 
to the officers’ pension fund, the _ profit 
amounted to £594,762. 

To balance of profit £594,762 we add the 
balance brought forward from last year, 
{220,372, and thus have a total of £815,134 
for disposal. An interim dividend of 9d. per 
share was paid on January 31 last which, after 
deducting income-tax, amounted to £98,437, 
and there is therefore a balance now available 
of £716,697. From this has been appropriated 
to bank premises the same amount as was 
allocated last year, that is, £200,000—leaving 
£516,697. It is recommended that a dividend 
of Is. per share, plus a bonus of 6d. per share, 
be paid, leaving a balance of £310,447 to be 
carried forward to next year’s accounts. To- 
gether with the interim dividend, this final divi- 
dend and bonus makes a total distribution of 
*s. 3d. per share or 11} per cent., and repre- 


sents an increase of 1} per cent. in the dis- 
tribution. 


Finance and Development Corporation 

Together with the balance sheet there will be 
found the accounts of our wholly-owned sub- 
sidiary, the Standard Bank Finance and De- 
velopment Corporation, Ltd. The corporation 
has continued to expand the assistance which 
it has rendered to customers of the bank in con- 
nection with suitable development projects and 
this will be seen from the fact that loans and 
interest accrued thereon has increased from 
£730,636 at March 31, 1952, to £1,309,418 at 
the date of these accounts. Despite the dis- 
turbed conditions in Kenya, where many of 
the corporation's loans have been made, the 
corporation's trading experience is satisfactory. 


Chairman’s Tour 

The statement then reviews the economic 
and trading conditions in the territories in 
which the Bank operates, and continues: Of 
general conditions in Southern and Central 
Africa, where I recently made an extensive 
though rapid tour, I should say this. Although 
undoubtedly there are some serious political 
and social problems in each area, there seemed 
general confidence that these would not be 
allowed to impair economic progress. Wherever 
I went I was impressed by the widespread de- 
velopment that was noticeable. In_ the 
Union, quite apart from the opening up of new 
gold mines, there was intense activity in general 
building and industrial construction in all the 
larger centres. I was told that, during the past 
few years, industry had been expanding at the 
rate of 25 per cent. per annum, and that the 
value of industrial output now exceeds {£1,000 
million a year—five times what it was in 1939. 

This expansion is still going on, and it 1s per- 
haps just as well that the tighter conditions 
prevailing in the capital markets may neces- 
sitate some slackening of the pace. Similar 
conditions prevail in the Rhodesias, although 
in Southern Rhodesia tobacco growing and in 
Northern Rhodesia mineral production still re- 
main, of course, the most important economic 
activities. Even in East Africa, despite the pre- 
sent difficulties, active development goes on, 
as evidenced by the proposals coming before 
our Development Corporation, and in Uganda 
there are a number of important projects on 
foot, under the auspices of the Government 
Corporation. In this refreshing climate of 
vigorous and for the most part healthy ex- 
pansion, your bank must continue to play its 
part, and the additional resources arising from 
the preposed issue of new shares should assist 
towards this objective. 

The report and accounts were adopted. 
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CHUBB & SON’S LOCK AND SAFE 
COMPANY LIMITED 





Year of Steady Progress 





Continuous Increase of Turnover 





Mr. H. Emory Chubb’s Review 





HE 7oth annual general meeting of the 

shareholders of Chubb & Son's Lock & 

Safe Company Limited was held on 
August 5 at 40-42 Oxford Street, London, W., 
Mr. H. Emory Chubb, C.B.E., M.I.Mech.E. 
(chairman and managing director), presiding. 

The secretary (Mr. S. H. Cornford, A.C.I.S.) 
read the notice convening the meeting and the 
report of the auditors. 

The following is the review of the chairman 
which had been circulated with the report and 
accounts for the year ended March 31, 1953, 
and was taken as read: 

You will observe from the accounts now 
before you that the financial year ending 
March 31, 1953, was one of steady progress. 
The year itself was not marked by any sensa- 
tional development, but I may say that in 
spite of restrictions in certain foreign markets 
our output was increased and the rate of 
profit maintained. 

You will be sorry to hear that the Board 
has accepted the resignation of the Hon. G. H. 
Chubb after 53 years of directorship, and his 


presence will be much missed at our meetings. 
Mr. Chubb has consented to retain his interest 
in our Australian company. 


Effects of Recent Capital Issues 


During the year under review a _ further 
issue of Capital, bringing in some £48,000, was 
made to meet our expanding obligations and 
it may be of interest to some to know what 
has been the result of the small issues we have 
recently made. 

Total Capital 
employed, 
including 

Reserves, at 

Book Values 

; 


Per cent. 
Increase 

Trading of Turnover 
Profit from 1949 

+ “o 

111,023 

I 36,703 

190, 308 

154,915 

225,003 I 


Total Gross 
Subscribed 


Capital 
f 


378,409 
402,009 
447,705 
570,997 
686,762 


ZO49 «+ 200,000 
ZO50 .;. 200,000 
BOSE. 200,000 
1952 .. 220,000 
BOSS «« 242,000 


In reading the above it should be borne in 
mind that the Parent Company’s total invest- 
ment in our two major Subsidiary Companies 
is now over £230,000. From the foregoing it 
will be observed that the increases of capital 
have been repeatedly absorbed by necessary 
expenditure on building extensions, raw mat- 
erials, machinery and stocks, necessitated by 
the continuous increase of turnover. 


The consolidated balance sheet shows that 
net current assets have increased from £399,917 
to £491,192. Among these assets, stock and 
work in progress show little change, but the 


debtors refiect the increase in the turnover 
The consolidated trading profit is $225,003, the 
net profit being £132,515, of which amount 
taxation takes £77,579. This compares with 
a net profit of £106,729 and tax of £60,454 last 
vear. 

Last year it will be remembered that as a 
result of bringing back reserves no longer re. 
quired, it was possible to transfer £45,000 to 
other reserves. This year the directors recom- 
mend the transfer, out of profits of the year, 
of £25,000 to reserves. They also recommend 
payment of dividends at the same rate as last 
year, which, on the larger capital and because 
of the reduction in income-tax, absorbs 
£18,140, against 416,065. The amount carried 
forward then becomes £18,397. 

We are fortunate in that because of the large 
sums ploughed back during recent years, and 
the substantial increase in capital since the 
standard years, there is likely to be only a 
small liability for E.P.L. on this year’s figures. 


Healthy Order Book 


It is my hope and belief that with the more 
stabilised economic position of this country and 
present and future encouragements given by 
the Chancellor of the Exchequer we have by no 
means reached the horizon of our world-wide 
trade. Apart from this consideration our 
future rests on the maintenance of our high 
standard of quality and efficiency with which 
we present our claims both at home and 
abroad. That there has been some buyer re- 
sistance and increasing competition in ll 
markets is our experience, as well as that of 
many other manufacturing companies. But! 
am happy to tell you that our order book is in 
a very healthy condition and should afford us 
ample opportunity to make the present year 
a profitable one. We have pressed forward 
with the instruction and schooling of special 
representatives, both from home and abroad. 
At the same time we have continued our 
policy of test and research—the essence of 
progress—and although no epoch-making re- 
sults have been achieved during the year under 
review we have certainly made progress in the 
use of special materials as well as the re 
modelling of designs which will be of great im- 
portance in improving quality and reducing 
costs. 


Position in South Africa and Australia 


Our South African company has experienced 
a year of distinct development. During its 
course we purchased a larger and more modem 
factory which offers greater facilities for eco 
nomic manufacture. This accounts for the 
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mortgage of £23,000 shown in the consolidated 
balance sheet. The dislocation of business 
caused by this move was considerable and its 
cost has been written off in the year. I feel 
confident that in years to come this action will 
prove to have been justified. It is gratifying to 
learn that we received a gold medal for the 
quality of our locally produced products at the 
Rand Exhibition in the month of March. 

Turning to Australia, the report is one of 
considerable advance over all previous years, 
for there the reciprocity of visits between our 
Wolverhampton and Australian staffs is bear- 
ing good fruit. Since our works director, Mr. 
R. S. Ruston, returned we have strengthened 
their staff by sending several key men of 
special qualifications. It is with great regret 
that I report the death of Mr. George Richard, 
who, since the Australian works were founded, 
had been a technical director on the local 
Board. His loss is much regretted by his many 
friends. 


Protection Against Burglary 

One feature of the year’s tendencies which 
has affected us is the incidence of increased 
burglary which has augmented the sales of our 
locks and safes. Numerous attempts, using 
explosives and cutting gases, have been re- 
ported in the Press. These activities have in- 
duced many people to ask themselves whether 
they are adequately protected, and many of 
the impartial security surveys on existing safes 
and strong-room doors, which we have given 
during the course of the year, have drawn 





attention to these dangers and the desirable 
remedies. 


Turning to our fire-resisting office equipment, 
here we have been fortunate in securing ade- 
quate contracts for the protection of records, 
accountancy cards, and the multifarious 
papers used in the transaction of normal 
business. Such installations are a source of 
great satisfaction to customers who feel that 
they have taken all reasonable precaution 
against the ever-present menace of fire, whether 
occurring during day-time or after office 
hours. 


Tribute to Employees 


Although I feel that thanks to employees in 
these annual reports become somewhat of a 
plagiarism, I cannot close without saying how 
much we appreciate the enthusiasm and the 
zeal with which they have faced up to problems 
and the demands for additional effort which 
have been made at intervals during the year. 
Without their willing co-operation in this, as 
in previous years, we should not be in the 
position in which we find ourselves to-day. 

The report and accounts were unanimously 
adopted and a final dividend of 13 per cent. 
less tax (making 18 per cent.) on the Ordinary 
shares was approved. 

The retiring director, Mr. Rudolf S. Ruston, 
M.B.E., was re-elected and the remuneration 
of the auditors, Messrs. Ogden, Hibberd Bull 
and Langton, having been fixed, the proceed- 
ings terminated. 





BRITISH AND FRENCH BANK 


(FOR COMMERCE AND INDUSTRY) 
LIMITED 





Capital : £1,000,000. 


Subscribed and Paid : £750,000. 





IMRIE HOUSE, 33-36 KING WILLIAM STREET, LONDON, E.C.4 


Telephone : MANSION HOUSE 5678 
Branch at LAGOS, NIGERIA 





A Member of the B.N.C./. Group 


BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE 
BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE (AFRIQUE) 
CREDIT FONCIER DE MADAGASCAR ET DE LA REUNION 
CREDIT D’ORIENT, CAIRO 
BANCO DEL ATLANTICO, MEXICO D-.F. 

BANQUE POUR LE COMMERCE INTERNATIONAL S.A., BASLE 
PANAMA BANK & TRUST CO. INC., PANAMA 








THE BANK THROUGH ITS ASSOCIATED BANKS OFFERS BANKING FACILITIES THROUGHOUT 

METROPOLITAN FRANCE, ALGERIA, TUNISIA, MOROCCO, TANGIER, SYRIA, THE LEBANON, FRENCH 

WEST AND EQUATORIAL AFRICA, MADAGASCAR AND REUNION, FRENCH WEST INDIES, FRENCH 
INDO-CHINA, BELGIAN CONGO, EGYPT, MEXICO, PANAMA, SWITZERLAND AND URUGUAY 


* 













UNITED DOMINIONS TRUST 





Group’s Notable Contribution to Nation’s Well-being 





Mr. J. Gibson Jarvie on 


Country’s Paramount Needs 





HE 31st annual general meeting of 

United Dominions Trust Limited was 

held on August 18 at Regis House, King 
William Street, London, E.C. 


Mr. f. 


- 


Gibson Jarvie (the Chairman), who 
presided, reviewed in detail the Group's 
existing activities both at home and overseas 
and after referring to his pending tour abroad, 
said: 

and Canada offer exceptional 
and both should prove fruitful 
fields for the varied activities of our Group. 
As in South Africa, the Rhodesias and in New 
Zealand, we aim not to exploit any country 
in which we are operating, but to grow with 
it; to serve its needs to the best of our ability; 
to make each *‘ United Dominions Company 
a real Commonwealth link and to foster, in 
every way we can, each country’s internal 
trade and its external business with the other 
members of the Empire—particularly Great 
Britain. 


The Group has a capital and _ surplus 
amounting to 44,500,000 and assets exceeding 
£26,000,000. Over the years United Dominions 
Trust has clearly made a notable contribution 
to the industry and commerce of the nation. 
Yet when we are ready still further to increase 
the usefulness of the Group and to help restore 
the economy of the country, the Government 
itself raises an obstructing hand and says 
‘Stop! ’’ Let me explain. In 1950 and again 
in 1951 we applied to the Capital Issues Com- 
mittee for permission to increase our capital 
and on both occasions that permission was 
refused. In April of this year we made our 
third application to the Committee, giving 
them a detailed description of the wide scope 
of our business and of the quality of the 
services we are rendering to the national 
economy. Despite this, our application to the 
Capital Issues Committee has now _ been 
refused for the third time! 


Australia 
opp irtunities 


A Pioneering Company 

The history of United Dominions Trust 
gives me the right to describe it as a pioneering 
company. We are following the road travelled 
by those who made Britain a great industrial 
and trading nation and an Empire. At home 
and abroad our services are promoting the 
national and international trade of the Com- 
monwealth. We are improving old-established 
services; we are adding new services. We 
have fairly established our right to live—and 
to grow. 

Yet when we seek the further expansion 
which is entirely justified by our record, the 
Government intervenes and applies a veto 


under out-of-date defence regulations! The® 
character of our business and its essential? 
place in our economic system, make it in- 4 
credible that any Government should take this | 


short-sighted and despotic attitude. 


The Welfare State 

The Welfare State is presumed and designed 4 
to abolish poverty, but if it has in fact reduced 
one form of poverty it has merely created > 
another in a different class. The country is in] 
a parlous state; there is a crying need for” 
drastic changes in our conception of social | 
rights and duties. There should be free com-% 
petition between business concerns and between j 
individuals. Our currency should be freed to¥ 
find its proper level—in all probability a much} 
higher level than that at which it is at present? 
artificially maintained. There should be no™ 
interference with natural supply and demand > 
which alone can bring orderly markets out of © 
the present disorder. Only by these means ¥ 
shall we ever get real efficiency, maximum 
production and—and what is needed to stimu-4 
late us as individuals—the opportunity to® 
rise. No man, in present conditions, can™ 
establish a fortune unless through a lucky} 
gamble; no man can build his fortune out of% 
wages or salary. Natural incentives must be® 
restored—the opportunity for reward to the ® 
able and the willing; hard fare for the able? 
but unwilling. There is no longer real ambi- ' 
tion because there is no longer any possibility > 
of satisfying it. The rich are disappearing, but 7 
no civilisation can exist without them. q 

Apathy has always been the besetting sim} 
of the British people. It still is. There is” 
little or no enthusiasm to-day for work or % 
adventure. Too many simply want the| 
maximum wage for the very minimum of9 
work; the shortest hours and complete free-¥ 
dom from responsibility tor either the present 
or the future. 

The political economic philosophy of the | 
Welfare State is not only bad sonoma 
but it is also morally bad. We, and the people] 
of the world, need freedom to think for our] 
selves, to act for ourselves and to live our own] 
lives. And we need peace. But these are not = 
compatible with frustration, regulations and — 
restrictions or with class conscious war or any > 
kind of dictatorship. Peace will only be found | 
when there is happiness, freedom and a 
reasonable prosperity in the world. 

Our country to-day is like a good engine | 
being driven with the brakes full on. If wey 
are to prosper, nay, if we are to survive, our 
freedoms and our personal responsibiiti 
must be restored to us. 4 

The report was adopted. 
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